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TREASURY’S TEMPORARY AND PROPOSED REG- 
ULATIONS RELATING TO RECORDKEEPING 
FOR AUTOMOBILES AND CERTAIN OTHER 
PROPERTY 


TUESDAY, MARCH 5, 1985 


House OF REPRESENTATIVES, 
COMMITTEE ON WAYS AND MEANS, 
Washington, DC. 
The committee met, pursuant to call, at 10:30 a.m., in room 1100, 
Longworth House Office Building, Hon. Dan Rostenkowski (chair- 
man of the committee) presiding. 
[The press release announcing the hearing follows:] 


[For immediate release, Thursday, Feb. 7, 1985] 


THE HONORABLE DAN RosteNnkowsk! (D., ILL.), CHAIRMAN, COMMITTEE ON WAYS AND 
MEANS, ANNOUNCES DETAILS OF A PUBLIC HEARING ON TREASURY'S TEMPORARY 
AND PROPOSED REGULATIONS RELATING TO RECORD KEEPING FOR AUTOMOBILES AND 
CERTAIN OTHER PROPERTY 


The Honorable Dan Rostenkowski (D., Ill.), Chairman, Committee on Ways and 
Means, U.S. House of Representatives, today announced details of the public hear- 
ing on the Treasury Department’s revised temporary and proposed regulations re- 
rag a the record keeping requirements for automobiles and certain other proper- 
ty. These regulations were originally published in the Federal ister of dctaber 
24, 1984, revisions to which are 7 pete any ony. The orp Ma held on Tues- 
day, March 5, 1985, in Room 1100 Longworth House Office Building, the Commit- 
tee’s main hearing room, starting at 9:30 a.m. 

In announcing this hearing, Chairman Rostenkowski stated that “considerable 
controversy has arisen in response to the Treasury Department’s popes regula- 
tions implementing the new record keeping requirements for automobiles and other 
vehicles. The Committee is aware that some are with legitimate business ex- 
penses may be facing unduly burdensome record keeping requirements as a result of 
the new law, Je it remains concerned with the significant noncompliance under 
prior law resulting from overstatement of credits and deductions for the business 
use of automobiles and other property. The Committee intends that this hearing be 
a forum to fully air both of these concerns.” 

The Honorable Ron Pearlman, Assistant Secretary for Tax Policy, Department of 
the Treasury, is expected to be the initial witness. 


BACKGROUND 


Under prior law, a taxpayer was required to substantiate any claimed deduction 
for travel expenses, entertainment, recreation, or gifts by adequate records or other 
evidence. Taxpayers who could reasonably reconstruct these expenses could claim a 
deduction. These records were required to show the amount, time, place and busi- 
ness purpose of the expenses (Code section 274(d)). 

Section 179 of P.L. 98-369, the Deficit Reduction Act of 1984 (the Act) amended 
prior law to require taxpayers to substantiate, with adequate contemporaneous 
records, any claimed credit or deduction: (1) with respect to business use of listed 
property, that is, automobiles, other transportation vehicles, any property generally 


(1) 
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used for entertainment, recreation, or amusement, any computer equipment, and 
any other property specified in regulations; (2) with respect to traveling expenses 
(including meals and lodging while away from home); (3) for any entertainment, 
amusement or recreation are including use of a facility for such purpose; and 
(4) for any expense for gifts. These record keeping requirements are effective for 
taxable years ST ose after 1984. 

On October 1984, the Treasury io een published tem mporary 
ais Spots section 179 of the nee (49 42701). On January 25, 1985, the “spied 

Revenue Service announced its intention to issue temporary and proposed regu- 

lations modifying the requirement to keep adequate contemporaneous records for 
automobiles and certain other vehicles (IR 85-6). These revised regulations are ex- 
pected to be issued any day. The Committee is interested in learning what specific 
additional burdens associated with the new record keeping requirements remain in 
light of the revisions to the original tempo regulations. Further, the Committee 
expects that witnesses will offer suggestions for how the most burdensome require- 
ments might be lessened without ignoring the present law distinction between busi- 
ig expenses, which are deductible, and personal expenses, which are not deducti- 

e@ 


DETAILS FOR SUBMISSION OF REQUESTS TO BE HEARD 


Individuals and organizations interested in presenting oral testimony before the 
Committee nek submit their requests to be heard in writing no later than close of 
business, Tu asieag tam 26, 1985, to Joseph K. Dowley, Chief Counsel, Commit- 
tee on Wace one an Means, House of Representatives, 1102 Longworth Building, 

Washington, D.C. 20515. Notification to those scheduled to appear will be made by 
telephone as soon as possible after the filing deadline. 

It is urged that persons and organizations having a common position make every 
effort to designate one spokesman to represent them in order for the Committee to 
hear as many points of view as possible. Time for oral presentations will be strictly 
limited with the understanding that a more detailed statement may be included in 
the printed record of the hearing. This process will afford more time for members to 
question witnesses. In addition, witnesses may be grouped as panelists with strict 
time limitations for each panelist. 

In order to assure the most productive use of the limited amount of time available 
to ips ar ae erties witnesses, witnesses scheduled to appear before the Committee 

uired to su 


mit 200 copies of their pre statements to the Committee 
office, » room 1102 Longworth House Office Building, at least 24 hours in advance of 
their scheduled ap ces. Failure to comply with this requirement may result in 


the witness being denied the opportunity to testify in person. 
uests to be heard must contain the following information: 

1. The name, full address, and capacity in which the witness will appear, as well 
as Taal number where the witness or a designated representative may be 
reac 

. A list of clients or persons, or any organizations for whom the witness appears; . 


3. A topical outline or summary of comments and recommendations. 
The above information should also be incorporated in the prepared statements to 
be presented in person as well as those filed for the printed record of the hearing. 


WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE: 


Persons submitting written statements for the printed record of the h 
should submit at least six (6) copies by the close of business, Friday, March 8, ae 
to Joseph K. Dowley, Chief Counsel, 1102 Longworth House Office Building, Wash- 
ington, ». C. 20515. If those filing written statements for the record of the printed 
hearing wish to have their statements distributed to the press and the interested 
public, they may provide 100 additional copies for this purpose to the Committee 
office before the hearing begins. 


Chairman ROSTENKOWSKI. The committee will come to order. 
Good morning ladies and gentlemen. If at all possible, I would like 
our guests to find seats at this time. 

Today, the committee is holding a hearing on the Treasury De- 
partment’s proposed regulations dealing with recordkeeping re- 
quirements for automobiles and certain other property. This 1s an 
issue that has struck a raw nerve among many of the taxpaying 
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public. We on the committee are sensitive to these concerns and, 
thus, are responding with one of the earliest hearings of this ses- 
sion. 

Last year, the House, as part of the Deficit Reduction Act of 
1984, included limitations on the amount of depreciation and in- 
vestment tax credit that could be taken for expensive luxury auto- 
mobiles. These provisions were dramatically expanded in the 
Senate, including the contemporaneous recordkeeping requirement 
which is at issue here today. In the meantime, frustration has re- 
doubled as Treasury regulations were issued and reissued—without 
setting forth understandable and practical recordkeeping rules. 

ile we want to make the substantiation requirements as 
simple as possible, we must be guided by our initial purpose: to 
assure that deductions claimed are, in fact, legitimate business ex- 
penses. Going into the 1984 act, compliance in this area was not - 
particularly high. Many taxpayers were either keeping no records 
or thought that commuting costs were deductible. 

As we begin the long task of tax simplification and reform, we 
are particularly sensitive to provisions that accomplish neither. I 
think we should remember our original concern that the law in 
this area was not being evenly and fairly enforced as we seek to 
modify its present impact. Repeal obviously satisfies the demand 
for simplicity. It also raises serious doubts about Congress’ resolve 
in pursuit of reform. 

I trust some of our witnesses today will offer constructive sugges- 
rt for reaching a formula that balances both simplicity and com- 
pliance. 

At this time, I want to call on our ranking minority member, Mr. 

can. 

Mr. DuncaN. I thank you for calling hearings on this very im- 
portant subject because most of us have received a number of com- 
ments from constituents relative to the impact which these new 
recordkeeping rules will have on the existing business practices. 

I think that the hearings will provide a good opportunity for us 
to explore whether the burdens being imposed by the 1984 legisla- 
tion as interpreted by the Treasury regulations outweigh the com- 
pliance improvements that they were designed to reduce. I look for- 
ward to hearing from the many Members of Congress who have ex- 
pressed an interest in this legislation, and also I will be interested 
in the testimony from the Treasury representatives. 

[Mr. Daub submitted the following opening statement:] 


OPENING STATEMENT OF Hon. HAL Daus, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF NEBRASKA 


Mr. Chairman, I share the concern of my colleagues on both sides of the aisle, 
with respect to the burdensome automobile recordkeeping requirements. Soon after 
Congress enacted the ‘adequate contemporaneous record” uirement, my con- 
stituents began to make known the difficulties which they f in complying with 
the new law. During recent months, there has been nothing less than a public 
spire hes from these people as small businessmen and farmers tackled the recordkeep- 

en. 
would compliment the chairman for holding this hearing to examine the scope 
of the problem. It is incumbent upon this committee to be mindful of the conflicting 
policy objectives which surround this issue. On one hand, we must insure the integ- 
rity of the tax system by requiring audit trial documentation to support taxpayer 
deductions and credits. On the other hand, we cannot jeopardize that same integrity 
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of the tax system by creating extensive administrative burdens which are perceived 
as onerous and mean spirited. I would agree with the chairman, that a proper bal- 
’ ance must be reached. Based upon what we have heard to date, the contemporane- 
ous recordkeeping rules for automobiles have clearly exceeded that balance. While 
paved with good intent from a philosophical standpoint, contemporaneous record- 
keeping in its purest sense is a dead end street. The question before us today is 
simply whether the Treasury’s proposed regulations have sufficiently modified the 
recordkeeping requirements. If not, Congress seems to be be compelled: to take some 
action in an expeditious manner to remedy this situation. 


Chairman RostENKOwskI. As pointed out by Mr. Duncan, many 
Members of Congress are scheduled to testify today. I suggest to 
those Members who will testify that they kindly restrict their oral 
testimony to 5 minutes. However, if, Members would like to insert 
a longer statement in the record, that is certainly permissible. 

Mr. Anthony, welcome to the committee. I am sure you will 
share great knowledge with us as to the input that you have re- 
ceived from constituents in your congressional district regarding 
ap provisions passed last year and the Treasury Department’s reg- 
ulations. 


STATEMENT OF HON. BERYL ANTHONY, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ARKANSAS 


Mr. ANTHONY. I would like to have my full testimony submitted 
for the record. 

If anyone has not seen the 57-page document issued on Monday, 
January 7, I certainly encourage them to do so. After you look at 
these proposed regulations it will be clear why there is such a 
public outcry over this particular requirement. 

Prior to the change of the 1984 law, section 274 required that 
taxpayers keep adequate records or have corroborative evidence of 
the expense involved. Now, however, under section 179(b) of the 
Deficit Reduction Act, the user of an automobile must have a sepa- 
rate entry in a log, specifying when the vehicle is used. In addition, 
the user must specify: First, the date of use of the property; second, 
the name of the user of the property; third, the number of the 
miles; and, fourth, the purpose of the use of the property. 

The section also requires preparers of tax returns to notify the 
taxpayers of the new requirements and obtain written confirma- 
tion from each taxpayer certifying that adequate records were 
maintained. If the taxpayer fails to follow these requirements, he 
would be subject to a $25 fine. 

Mr. Chairman, I must confess that I was caught off guard when 
the letters and telephone calls came pouring in. However, after re- 
viewing the original regulations, it was easy to see why there was 
such public outrage. It is just that kind of requirement that creates 
public contempt for the IRS and Government in general. 

On January 21, along with a number of the members of the 
Ways and Means Committee, I introduced legislation to repeal sec- 
tion 179(b). This bill, H.R. 531, now has over 126 cosponsors, includ- 
ing 18 members of this committee. Since the introduction of this 
measure, the IRS has issued a set of regulations. The new proposal, 
while vastly superior to the first, simply carves out narrow exemp- 
tions to the requirements and, if anything, is more confusing and 
arbitrary than the original proposal. 
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For example, if a man lives on a farm and also works in a facto- 
ry, he has a pickup in which he hauls hay to feed three or four 
cows, what kind of travel is he supposed to log in for the IRS when 
he goes to the general store to buy both hay and groceries? This 
would be typical in a rural district like I represent. 

What kind of travel is supposed to be logged into the IRS in the 
case of the surgeon who is supposed to take time to log in his mile- 
age to a hospital emergency room before he cares for a critically 
injured person? 

Or if an attorney is asked a legal question during a private lunch 
in a restaurant, can he claim his drive to and from the restaurant 
was for business purposes’ 

Farmers in my district will either have to accept the 80-20 per- 
cent formula or keep a log book. Undoubtedly, my farmers will 
take the 80 percent, even if they use these vehicles 90 percent of 
the time for their business. The overall hassle and increased paper- 
work adhering to these provisions will aggravate these people to 
the point where they will not take advantage of the credit or de- 
duction to which they are entitled. 

There was virtually no debate in either the House or Senate 
about contemporaneous recordkeeping. The debate focused on the 
luxury car provisions, and I just can’t believe it was the intention 
of most Members to force these new requirements on farmers and 
small businessmen. Mr. Chairman, you asked for suggestions for 
how the most burdensome requirements might be lessened. My sug- 
gestion is to repeal these contemporaneous recordkeeping provi- 
sions and go back to the original section 274 requirement of ade- 
quate records and corroborating evidence. I believe the IRS can 
strengthen our compliance capabilities if stricter guidelines to sec- 
tion 274 are adhered to, but with the footnote here not to go back 
to 274 and then say we are going to use contemporaneous records 
as a way of compliance. 

Another problem, Mr. Chairman, relates to public safety employ- 
ee vehicles are not included in this exclusion. This would result in 
State troopers, sheriff's deputies, firemen, and emergency medical 
personnel being taxed on a portion of the use of their vehicle. I do 
not consider these people to ever be off duty. In most cases, they 
are on call 24 hours a day, and, when they do travel, they are pro- 
tecting the safety of our citizens. In order to address this problem, I 
introduced H.R. 773. This bill provides a fringe benefit exclusion 
for any use of a public safety vehicle. 

I would like to close with a few paragraphs from the transmittal 
letter of the “Final Report” of the Paperwork Commission. Mr. 
Chairman and members of the committee, I think this adequately 
summarizes the complete outrage that I have heard from my con- 
stituents and what drives me to want to come to testify today. 

The theme we heard repeatedly throughtout the country is that the vast majorit 
of Americans want to obey the law. Most Americans want to cooperate and partici- 
pate in furthering Federal programs and national goals. However these people can 

frustrated by a government which, in their view, does not trust them. Man 
peorle feel, and the Commission agrees, that a multibillion dollar wall of paperwor 

been erected between the Government and the people. Countless reporting and 
recordkeeping requirements and other heavyhanded investigation in monitoring 


schemes have been instituted, based on what we view as a faulty premise that 
people will not obey laws and rules unless they are checked, monitored, and re- 
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checked. This situation in this assumption must be must be reversed if we are to 

restore efficiency within Government and confidence in Government by Ee pene: 

nC if we are to realize the potential for cooperative attainment of our g as a 
ation. 


Mr. Chairman, I believe we can take the first step in restoring 
this confidence by repealing these pernicious and onerous record- 
keeping requirements. 

[The prepared statement follows:] 


STATEMENT OF Hon. BERYL ANTHONY, JR., A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF ARKANSAS 


Mr. Chairman, I appreciate the opportunity to appear before the Ways and Means 
Committee today to speak on the newly revised automobile record-keeping require- 
ments. Most small businessemen and farmers will consider this the second Ways 
and Means Committee hearing on tax simplification. The type of regulations recent- 
ly propre’ by the Internal Revenue Service is one of the main reasons the Ways 
and Means Committee is going to spend this year discussing tax simplification and 
tax reform. If anyone has not seen the 57-page document issued by the I.RS., I wish 
you would take the time to look it over. It will become clear why there is such a 
public outcry over this requirement. 

As the Committee is aware, the Tax Reform Act of 1984 made several changes in 
depreciating and expensing the costs associated with the business use of an automo- 
bile and other personal use property. These changes were based mainly on newspa- 
per advertisements promoting how much a person could save on his or her taxes by 
purchasing a luxury car. During the drafting of legislation to deal with this prob- 
lem, new substantiation requirements under Section 274 of the Internal Revenue 
Code were developed. Prior to this change, Section 274 required that taxpayers keep 
adequate records or have corroborating evidence of the expense involved. Now, how- 
ever, under Section 179%b) of the Deficit Reduction Act, the user of an automobile 
must have a separate entry in a log; specifying each time the vehicle is used. In 
addition, the user must specify: (1) the date of use of the property, (2) the name of 
the user of the property, (3) the number of miles, and (4) the purpose of the use of 
the progery: The section also sya preparers of tax returns to notify the taxpay- 
er of the new requirements and obtain written confirmation from each taxpayer cer- 
tifying that adequate records were maintained. If the taxpayer fails to follow these 
requirements, he would be subject to a $25 fine. 

I must confess that I was caught off guard when the letters and telephone calls 
came pouring in. However, after reviewing the original regulations, it was easy to 
see why there was such public outrage. These regulations are obviously overly bur- 
densome, unnecessary and counterproductive—and is just the kind of requirement 
that creates public contempt for the I.R.S. and government in general. 

On January 21, along with a number of members of the Ways and Means Com- 
mittee, I introduced legislation to repeal Section 17%b). This bill, H.R. 531, now has 
over 126 cosponsors, including 17 members of this committee. Since the introduction 
of this measure, the I.R.S. has issued a new set of regulations. The new proposal, 
while vastly superior to the first, simply carves out narrow exemptions to the re- 
quirements and, if anything, is more confusing and arbitrary than the original pro- 


For example, if a man lives on a farm and also works in a factory, and he has a 
pick-up in which he hauls hay to feed three or four cows, what kind of travel is he 
supposed to log in for the I.R.S. when he goes to the general store to buy both hay 
and groceries. Is a surgeon supposed to take time to log in his mileage to a hospital 
emergency room before he cares for a critically injured person? If an attorney is 
asked a legal sae a by a potential client during a private lunch in a restaurant, 
can he claim that his drive to and from the restaurant was for business purposes? 

Farmers in my district will either have to accept the 80-20 formula or have to 
keep a log book, Undoubtedly, my farmers will take the 80%, even if they use these 
vehicles 90% of the time for their business. The overall hassle and increased paper- 
work of adhering to these provisions will aggravate these people to the point where 
they will not take advantage of the credit or deduction to which they are entitled. 

ere was virtually no debate in either the House or the Senate about contempo- 
raneous record-keeping. The debate focused on the luxury car provisions, and I just 
can’t believe it was the intention of most Members to force these new requirements 
on farmers and small businessmen. Mr. Chairman, you asked for suggestions for 
how the most burdensome requirements might be lessened. My suggestion is to 
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repeal these contemporaneous record-keeping provisions and go back to the original 
Section 274 requirement of adequate records and corroborating evidence. I believe 
the I.R.S. can strengthen our compliance capabilities if stricter guidelines to Section 
274 are adhered to. . 

Another problem, Mr. Chairman, which is related to this issue, is in the area of 
fringe benefits. Under new Section 132, many existing fringe benefits were codified. 
Several exclusions were put into the statute, including a “working condition” exclu- 
sion. Unfortunately, as interpreted by the I.R.S., public safety employee vehicles are 
not included in this exclusion. This will result in state troopers, sheriff's deputies, 
firemen, and emergency medical personnel being taxed on a portion of the use of 
their vehicle. I do not consider these people to ever be off duty. In most cases, they 
are on cal] 24-hours-a-day, and when they do travel, they are protecting the safety 
of our citizens. In order to address this problem, I introduced H.R. 773. This bill pro- 
vides a fringe benefit exclusion for any use of a public safety vehicle. It seems ridic- 
wou ah a law enforcement officer keep a log book the minute his particular 
8 ends. 

I know there are many witnesses here today, Mr. Chairman, and I don’t want to 
take up anymore time than necessary. I would just like to close with a few para- 
graphs from the transmittal letter of the Final Report of the Paperwork Commis- 
sion: 

“The theme we heard repeatedly throughout the country is that the vast majority 
of Americans want to obey the law. Most Americans want to cooperate and partici- 

te in furthering Federal programs and national goals. However, these people can 

frustrated by a government which, in their view, does not trust them. . . Man 

poor feel, and the Commission agrees, that a multibillion dollar wall of paperwor 
been erected between the government and the people. Countless reporting and 
record-keeping requirements and other heavyhanded investigation and monitoring 
schemes have been instituted, based on what we view as a faulty premise that 
people will not obey laws and rules unless they are checked, monitored, and 
rechecked. . . . This situation and this cgay jee must be reversed if we are to 
restore efficiency within Government and confidence in Government by the ple, 
ie if we are to realize the potential for cooperative attainment of our g as a 

ation.” 

I believe we can take the first step in restoring this confidence today by repealing 

these pernicious and onerous record-keeping requirements. 


Chairman RostenkowskI. Thank you, Mr. Anthony. 

Are there any questions? 

Congressman Wes Watkins. | | 

Welcome to the committee, Wes. The committee is ready to re- 
ceive your testimony, if you would like to begin. 


STATEMENT OF HON. WES WATKINS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OKLAHOMA 


Mr. Watkins. Thank you, Mr. Chairman. 

I would like to pay recognition and give due credit to this com- 
mittee for not having created a merger with this particular lan- 
guage. I think most of us recognize it came from the other body 
during the wee hours of the morning, so I give you credit for not 
bringing this language forth in the wee hours of the morning when 
most eyes were, in the limbo sense, on expensive vehicles. The 
words “contemporaneous recordkeeping requirement’ emerged 
from that meeting, and now we are having to work with it and live 
with it presently. 

But I come before you, Mr. Chairman, and members of the com- 
mittee, to ask you to repeal this particular phrase in the language 
because I know from what I have received from my district, numer- 
ous cards and letters, that this is going to touch every single busi- 
ness in the area. The question is, as my friend from Arkansas 
stated, how do you in many of these areas break down what is busi- 
ness and what is actually personal, in the case of a worker in an oil 
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patch, in many cases picking up other things, and also many of the | 
ates hands working on the ranches in the cattle business as well as 
arms’ 

It is an overburden requirement, and I think most of us would 
like to see us go back to this other area. It has been estimated it 
will cost the American people $7 to $8 billion to fulfill the require- 
ment and maybe be able to gain slightly over $100 million for the 
Treasury. I think we can see that this is going in the wrong direc- 
tion. 

It is not like the withholding after interest provision where the 
banks help generate a great deal of those cards and letters in a 
very or orchestrated way. The cards and letters I have received 
have come from all facets of business and all facets of agriculture, 
small business as well as large. So it has not been an orchestrated 
one, but one that has been a ground swell from the grassroots. 

Mr. Chairman, I appreciate your holding these hearings. I know 
that all of you will be working for the right decision, and I hope 
that first step is the repeal letter. Thank you, Mr. Chairman, for 
allowing me to come by. I know you have a lot of other witnesses 
so I don’t want to take up too much time. 

Chairman RosTtENKOWSKI. Thank you, Wes. Are there any ques- 
tions? If not; we thank you. 

The Chair calls Congressman Luken. 

Welcome to the committee, Tom. The committee is ready to re- 
ceive your testimony. You may proceed. 


STATEMENT OF HON. THOMAS A. LUKEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO, AND CHAIRMAN, SUB- 
COMMITTEE ON ANTITRUST AND RESTRAINT OF TRADE AC- 
TIVITIES AFFECTING SMALL BUSINESS, COMMITTEE ON 
SMALL BUSINESS 


Mr. LUKEN. Mr. Chairman, members of the committee, you may 
be aware that the CBS Morning News took note of this subject 
with extensive coverage this morning. This is an indication of the 
tremendous concern that there is on this issue. As CBS pointed out, 
there is a grassroots reaction to this particular legislation and it is 
legislation. 

As a result of that, and its application to small business, our 
Small Business Committee on Taxation held hearings a couple of 
weeks ago, and we heard from the chamber of commerce. We heard 
from fire and police officials—those involved in emergency work 
about the variety of problems that arise from this legislation. I 
think that the changes in regulations have not solved the problem. 
As a matter of fact, it may compound it in some areas. 

I think that this committee ought to report legislation to the 
Congress which repeals the adequate and contemporaneous record- 
keeping requirement. I think this was well-motivated legislation 
but it is counterproductive. It gives the evader—and that is the 
problem, we all admit—the person who wants to evade, it gives 
that person a road map as to how to evade. On the other hand, 
those who are less sophisticated, who are not seeking ways to evade 
will be penalized at the end of the year. The hew and cry that has 
been raised up to now will be nothing compared to that which will 
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occur in 1986 when our taxpayers are forced to fill out their re- 
turns and find out that they must invent records. Incidentally, this 
will be applying to many Members of Congress, and we have talked 
to Members of Congress, and many Members are not aware that on 
cars they lease, for example, Government leases for automobiles 
that they use, that these provisions apply to them. So I think we 
are all in the same boat. I don’t mean that Members of Congress 
are going to be evaders but they are going to be penalized at the 
end of the year for something they don’t realize will hit them. 
They will have to pay even though these deductions would be le- 
gitimate. 

So the outcry from our constituents has been long and loud, and 
I think in concluding this brief presentation, because I don’t wish 
to impose upon the time of the members of the committee, I would 
ee that there was nothing wrong with the previous stand- 
ett . There was absolutely nothing wrong with the previous stand- 


So, if this committee recommends repeal and repeal of this offen- 
sive provision occurs, we will go back to the reasonable reporting 
requirements which were enforceable by the IRS. This requirement 
will not be enforceable and those who want to evade realize it is 
not enforceable, and that is why it gives them a road map, It gives 
them actual directions as to how to evade. We don’t want to force 
the American taxpayer either to be an evader, in effect, a criminal, 
or by being unsophisticated to pay unnecessary, unjustified taxes. 

I thank the members of the committee. 

[The prepared statement and attachment follow:] 


STATEMENT OF Hon. THomas A. LUKEN, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF OHIO . 


I am pleased to have the 1 kaa today to discuss the issue of “contemporane- 
ous record-keeping’ and to share with you information which the Small Business 
Committee has obtained over the past couple of months. These hearings constitute 
the first comprehensive examination of the issue of the contemporaneous record- 
keeping provision which was added to last year’s deficit reduction act by the Senate. 

It is doubtful that anyone predicted that this provision, of the numerous changes 
made by the Deficit Reduction Act, would generate the kind of spontaneous, angry 
reaction from the public that we have experienced. The response from our constitu- 
ents has been truly a grass-roots reaction, and largely a self-generated one. Most of 
the correspondence I’ve received is individually written, and shows very specific pa- 
perwork and cost burdens imposed on people by this record-keeping. If your eg gals 
ence has been similar to mine when I scheduled a hearing on this subject, you have 
received more requests from associations and individuals to testify than you can ac- 
cominodate. One of the reasons for that is the tremendous pressure being exerted on 
associations by their membership to demonstrate that they are doing everything 
possible to eliminate the new regulations. 

I’m persuaded that his taxpayer revolt against paperwork will only get stronger if 
we fail to act expeditiously to return the law to the way it was pe to June, 1984. 
We have only heard from those taxpayers who are aware that the provision affects 
them. Just wait until those who dont know about the law start filling out their 
1985 tax returns and discover they'll lost legitimate business deductions because 
their records are not “contemporaneous”. Clearly there is a great portion of the 

ublic still unaware of the law. One of the largest small business groups testified 
before the Small Business Committee that only 25 percent of its membership used 
accountants. We can be certain that there are many of those people who don't even 
know what’s in store for them—and those are the joiners, who are likely to be the 
best-informed. — 

The only way out of this predicament is to return to the law as it existed prior to 
June, 1985. The law then would deny deductions unless the taxpayer could substan- 
tiate them by “adequate records or by sufficient evidence corrobating his own state- 


10 


ment”. . . That is not a lax standard, but merely allows a taxpayer to prove his or 
her case if adequate records are not kept. It does not set up a standard so rigid that 
all evidence except the logs would be discounted. It could allow the use of an a 
pointment calendar, or sales reports to support a claim for a deduction. The old 
standard is, in effect, a “rule of reason” and would not automatically throw out evi- 
dence that is not truly contemporaneous. As a tax accountant told our Small Busi- 
ness Committee “If there was abuse under prior law, it was not the result of defi- 
ciency in statutory language’. 

Testimony at our small business hearings revealed that there could be enormous 
costs imposed on small business by these regulations, with most of that cost being 
rrries on to the consumer. One conservative estimate put the national cost at $7 

illion, for a very minor revenue gain of just over $100 million. One small electron- 
ics firm estimated its loss at $81,000 per year. I must say that many of us on the 
Small Business Committee are now being asked just what good that Panerai Re- 
duction Act has done. 

In an effort to respond to the outpouring of criticism of its regulations implement- 
ing the record-keeping provisions of the Deficit Reduction Act, the Internal Revenue 
Service has recently issued yet another set of proposed regulations. I will agree that 
this latest set of regulations ameliorates some of the problems which resulted from 
the initial regulations issued back in October, 1984. Permitting a taxpayer to make 
an entry at the beginning and end of a period of uninterupted business use rather 
than at each stop is helpful, and will eliminate paperwork for some taxpayers. But I 
have several criticisms of the new regulations both for broad policy reasons and in 
some specifics. We must realize that the American taxpayer is supposed to have 
been meeting the requirements of this law since Janaury 1, 1985. Those Americans 
who have been attempting to comply with the stops and starts on these tions 
must have run up some hefty bills with their accountants—if not their psychiatrists. 
Let’s look at the recent tory history: 

1. October 24, 1984— issues temporary regulations on substantiation 
ae eo ueny 7, 1985—IRS issues temporary regulations regarding taxation of fringe 

nefits 

3. January 25, 1985—IRS issues press release announcing changes in regulations 
and promises to publish them “next week” 

4, sien 2, 1985—IRS publishes temporary regulations and notice of proposed 
rulemaking for both substantiation through adequate contemporaneous recordkeep- 
ing and for fringe benefits. 

t is obvious that the agency has had some difficulty in devising regulations that 
will accomplish enforcement pag without causing unreasonable burdens on honest 
taxpayers. Is it any wonder that one of the witnesses before my subcommittee, who 
happened to be an accountant, said the regulations were “difficult to comply with” 
and that it was hard to know what was going on? It is only reasonable for Congress 
to take a good, hard look at this section of the law and go back to the drawing board 
by rescinding our error of last har Let’s not continue to leave millions of our citi- 
zens in a state of tax-reporting limbo and use them as guinea pigs while the bureau- 
crats try to remedy something that can only be done through legislation. 

The results of the latest efforts to fix the infirmities in the tions show 
why we must return the law to where it was previously. It appears that the service 
attempting to repair the damage that was being done to each group ca Seay 
about how the regulations affected its members. Rather than appl a fair an 
reasonable rule across the board, the service has taken the approach of saying, 
“Well, group A can assume 70 percent use if its members meet certain require- 
ments, and group B can assume 80 percent business use under different circum- 
stances.” That approach just won’t wash with the American people. It is inherently 
unfair and inequitable, and will by its very nature require some people to fill out 
logs while others don’t have to. Although it may seem hard to believe because of the 
large numbers of associations who are talking to us about this issue, there are some 
interests who don’t have Washington representation, and they are the ones likely to 
be left out of consideration by the Service. | 

A close look at some of the revisions of the regulations that at first glance appear 
to offer some needed relief will reveal that an equitable solution has yet to be found 
short of legislative repeal. The revision which appears to affect the most people 
would allow a person who spends most of the day out of the office making several 
stops to take a deduction or credit ‘as if’ the business use were 80 percent in a 
commercial vehicle or 70 percent if in another vehicle. The problem with this provi- 
sion is that the percentages do not reflect actual business usage. I am aware of no 
surveys done by to ascertain if these percentages are correct. Besides that objec- 
tion, I return to the point I was making earlier about the inherent unfairness in 
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making this kind of distinction between taxpayers. Doesn’t this ‘safe harbor” really 
let off the hook anyone who is out of the office most of the day but who uses the 
automobile less than 70 percent for business? On the one hand, it gives away some- 
thing that the current standards would not, and on the other hand, it doesn’t offer 
relief from this burden for those who most need it. 

Another infirmity with this proposal is the exception that denies the use of a safe 
harbor to those who spend the bulk of their time in the office. This would require 
extensive record-keeping for those who do spend the bulk of their time in the office, 
but nevertheless do a lot of driving for business. This would include people in the 
professions, as well as many small business owners who may spend much time in 
the office but need to make a larger number of calls on banks, job sites, and suppli- 
ers as well as customers. 

The farm community will not be mollified by similar provisions which affect its 
members. I’m from the city, but I would doubt that there would be many vehicles 
on farms that are used only 70 percent for business. So, again, what appears to be 
an offer of some relief from these onerous regulations turns out to be little help. 
Further making the exception less available to the farmer is an additional require- 
ment that the exception applies only to those whose gross income comes from farm- 
ing. ue a period in time when farmers must take other jobs just to stay afloat, 
that qualification will result in many farmers being denied the use of a safe harbor. 

I am hopeful that the response from the IRS or the Congress will not be to simply 
increase the percentage of the safe harbors, or add a new category of taxpayer who 
can qualify for a safe harbor. That is simply not good tax policy. 

Another series of problems were paized by our hearings relating to fringe benefits 

and the attendant need to substantiate personal use for imputing income purposes. 
The problems caused by such a provision of law were best highlighted by the testi- 
mony we received from representatives of the International Association of Police 
Chiefs and International Association of Fire Chiefs. They stated that there would be 
a danger to health and safety if income were to be inputed for commuting by offi- 
cers and firemen who are required to do so by their employers for obvious public 
safety purposes. The valuation of commuting, even if lowered to $3.00 per day is a 
disincentive for people to take these vehicles home. If policies do change, and police- 
man no longer take the automobiles home, there will be a loss in public safety 
where such cars are a deterrent to crime. Volunteer firefighters, who are paid 
mostly as part-time employees, will have a real disincentive if they have to record 
their “business use” each time they go out to fight a fire at 3 am, even if the defini- 
tion of contemporaneous would allow them to write down their mileage upon 
return. 
Similar problems relating to the imputed income from commuting would affect 
other people as well. Many plumbers, electricians, and utility repair people take ve- 
hicles home for emergency purposes. This is certainly done for the benefit of the 
employer, not the employee. Should the workers be penalized? Is that really what 
Congress intended? 

The result of the changes in the law with regard to record-keeping made by the 
deficit reduction act are quite large. Businesses are already making decisions 
on the tax consequences of how their vehicles are used. Some companies are already 
giving up the use of company automobiles and uiring employees to use theirs. 

me will have to consider storing vehicles at the plant or other business location if 
they have the room. The consequences of this provision are t, and not fully 
known as yet. At a time in which all of us are urging a simplification of the Tax 
Code which would lead to decisions being made on the basis of sound business judge. 
ment, this regulatory approach is a mistake. As our witness from the chamber of 
commerce said, we wont even know the total impact of these regulations for 2-3 
years when people start having audits. From all the evidence I’ve seen to date, there 
is little to be gained, and much to be lost from continued use of the “adequate con- 
temporaneous recordkeeping” standard. 

I am submitting for the record a statement from a large number of our colleagues 
urging the committee to act to repeal this provision. I hope you can move expedi- 
tiously to deal with this mistake. 

Thank you for your attention. 


STATEMENT—MARCH 5, 1985 


We urge the Committee on Ways and Means to report legislation to repeal the 
“adequate contemporaneous” record-keeping requirement that was added to section 
ee “A Li Internal Revenue Code during the Conference on the Deficit Reduction 

ct of 1984. 
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The outcry from our constituents (who are aware of the requirement) has been as 
loud and prolonged as on any tax issue, louder even than the protest over withhold- 
ing on dividends and interest. The complaints are coming from a wide range of auto- 
users, from the part-time individual sales person trying to make ends meet, to the 
fleet owners, the largest companies. The protests about the burdens of this record- 
keeping are not limited to the small numbers of people who may have been abusing 
the tax code, but are from a true cross-section of the American public. 

At the Small Business Committee hearing on February 8, 1985 there were more 
than 20 witnesses who told the panel of the loss of productivity suffered as a result 
of the onerous record-keeping Be Lh ea It is conservatively estimated that the 
cost to the consumer is at least $7 billion! That is an incredible price to pay for the 
relatively miniscule gain in revenue estimated at slightly more than $100 million 
for the Treasury. Representatives of the International Association of Fire Chiefs and 
the International Association of Police Chiefs testified that the vital life-saving serv- 
ices performed by part-time volunteers will be discouraged by these burdens. 

The revised regulations issued by the Internal Revenue Service do not eliminate 
the deficiencies inherent in the “contemporaneous standards.” The Service has at- 
tempted to choose among different groups in the taxpaying public and set standards 
for substantiation accordingly. This is a hit and miss approach that is guaranteed to 
result in inequities. A reasonable standard, such as existed prior to passage of the 
Deficit Reduction Act, should be made to apply across the board, treating taxpayers 
equally. Such a standard should allow for the use of reason, and not straight-jacket 
the np yer into a particular method of substantiating his or her deduction, such 
as through a requirement that logs be kept. A taxpayer should not be denied a le- 
gitimate deduction for a business expense merely for failing to fill out a log if the 
expenditure can be proven to be for business by other means. 

A majority of the Members of Congress have now cosponsored repeal legislation. 
We urge the Committee to act expeditiously on the issue to end the confusion that 
exists among people trying to comply with lations which have been altered 
since their inception just January Ist, and which face further alteration either 
through legislation or following the current public comment period. Thank you for 
your assistance. 

Buddy Roemer, Frank Horton, Austin J. Murphy, Esteban Edward 
Torres, William M. Hendon, Nancy L. Johnson, Frank R. Wolf, Joe 
Kolter, Thomas A. Luken, Charles , Henry J. Nowak) Richard C. 
ond Harris W. Fawell, Don Sundquist, Ken Kramer,:and Toby 

t 


Rod Chandler, Joe Barton, Vin Weber, Barbara Boxer, Bill Emerson, 
Nicholas Mavroules, Tony Coelho, Thomas J. Ridge, Sherwood L. 
Boehlert, Bill McCollum, Arlan Stangeland, Dennis M. Hertel, E. 
Clay Shaw, Jr., John Bryant, Richard Ray, Rebert Lindsay Thomas, 
Michael D. Barnes, Richard K. Armey, Sonny Callahan, Jim Light- 
foot, Hank Brown, and Howard Coble. 

Michael L. Strang, James V. Hansen, Robert W. Davis, Ron Wyden, Bill 

Clinger, Solomon Otiz, Larry Combest, Ralph M. Hall, Richard H. 

Stal ings, Larry Smith, William Carney, Beau Boulter, Sid Morrison, 
Edward Feighan, Mike DeWine, Howard Wolpe, Dean A. Gallo, Steve 
Bartlett, Charles Pashayan, Jr., and Webb Franklin. 

David Dreier, Ben Erdreich, Ron Packard, Thomas F. Hartnett, Tom 
‘Bliley, Sonny Montgomery, Charles Wilson, Wes Watkins, Philip R. 
Sharp, Bob Traxler, Barbara F. Vucanovich, Dave McCurdy, Bill 
Hughes, sg Maer es Walter B. Jones, John Breaux, George Miller, 
Don Ritter, Doug Applegate, and sohaags posta” Darden. 

Tom Lewis, Jim Olin, Beverly B. Byron, rge W. Gekas, Doug Bereu- 
ter, Dan Young, Ron de Lugo, Claude Pepper, Virginia Smith, Timo- 
‘thy J. Penny, Tom Loeffler, John McCain, William O. Lipinski, G. 
William Whitehurst, Thomas N. Kindness, Norman F. Lent, Parren 
J. Mitchell, Don Fuqua, Carroll Hubbard, and John E. Grotberg. 

Ed Jones, Nick J. Rahall, II, Marvin Leath, Earl Hutto, Benjamin A. 
Gilman, David Obey, Charles W. Stenholm, Marjorie S. Holt, Harold 
L. Volkmer, Gene avon Connie Mack, Robert C. Smith, Ron Mar- 
lenee, Les AuCoin, W.G. (Bill) Hefner, James J. Howard, Fred J. 
Eckert, Bob Carr, Pat Williams, and Dan Daniel. 

Joseph M. McDade, Hamilton Fish, Jr., Robert S. Walker, Robert E. 

dham, Bob Livingston, Ben Blaz, John D. Dingell, Sam Gejdenson, 
Howard C. Nielson, John Edward Porter, Andy Ireland, F. James 
Sensenbrenner, Jr., Glenn English, E. Thomas Coleman, George M. 
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O’Brien, William E. Dannemeyer, Thomas D. DeLay, John R. McKer- 
nan, Jr., Carl C. Perkins, and Joe Skeen. 

Wayne Dewdy, Richard J. Durbin, Thomas A. Daschle, Bobbi Fiedler, 
John Paul Hammerschmidt, Charles Hatcher, Carlos J. Moorhead, 
James A. Traficant, Jr., Gus Savage, Paul E. pas Het Jim Saxton, 
Robert K. Dornan, Joseph J. DioGuardi, Berkle ell, Bob Whitta- 
ker, Jack Fields, Dan Mica, Denny Smith, Bill Richardson, Tom 
ge J. Roy Rewland, Robin Tallon, Terry L. Bruce, and Stephen 


Chairman RostenkowskI. Thank you, Tom. 

Are there any questions of Congressman Luken? If not, thank 
you very much. 

The Chair calls Congressman Bliley. 

Mr. BuitEy. Thank you, Mr. Chairman. 

Chairman RosTENKOwsKI. Welcome to the committee. The com- 
mittee is ready to receive your testimony. 

Mr. BuiLtEey. I appreciate your allowing me this opportunity to 
come before you today to testify on the contemporaneous record- 
keeping requirements of last year’s tax bill. I intend to keep my 
statement brief. In order to do so, I would ask permission to submit 
for the committee’s record a copy of my statement. 

Chairman RosTENKOwSsKI. Without objection, your entire state- 
ment will be included in the record. 


STATEMENT OF HON. THOMAS J. BLILEY, JR., A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Buitey. Mr. Chairman, I would like to make five simple 
points about the contemporaneous recordkeeping requirements. 

First, I have been unable to isolate the exact amount of revenue 
the committee hopes to gain from these new requirements. The 
revenue estimates of the Joint Committee on Taxation lump sever- 
al tax provisions together for $150 million and $233 million in reve- 
nue gains for ‘fiscal years 1985 and 1986, respectively. But it is un- 
clear what portion of these revenues will come from these rules. 
The committee might do well to inspect how much revenue is being 
lost because people are spending time filling out reams of paper 
when they could be using that time to earn more money and gener- 
ate more money for the Treasury. 

Second, I believe it is the task of Congress to revise or repeal a 
law which Congress has passed. While I am heartened the IRS 
tried to make their new regulations in this area more livable, the 
IRS may have overstepped its bounds in seeking to accommodate 
the concerns of the public in order to keep its rules substantially 
intact. Whatever the will of Congress, it should be fully articulated 
for the IRS to implement. 

Third, I think the revisions that the IRS made recently are 
beyond the ken of the average taxpayer. Joe and Martha Six-pack 
should not have to hold degrees in accounting just to be able to file 
their tax forms properly. Beyond this, the IRS's revisions leave un- 
answered several important questions. The IRS does not adequatel 
define what constitutes “sales and services’; nor does the IRS 
effort to accommodate farmers include automobiles used in the 
business of farming. 

But, most importantly, the IRS’s efforts to accommodate the 
public and so keep these rules on the books will have the effect of 
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encouraging the very activity it was meant to stop. The legitimate 
heavy use of an automobile will have to be accounted for, while the 
taxpayer who wants to pad his account will be eligible for an 
almost automatic writeoff. 

This brings me to my last point, Mr. Chairman, which is that I 
think the provisions of last year’s tax bill requiring contemporane- 
ous records should be repealed. A huge number of our colleagues 
share this sentiment. As an original cosponsor of H.R. 600 with my 
colleague Buddy Roemer and over 100 other Members, I would like 
to say that I think we can do better. 

The problem that this law tried to attack is still with us, and I 
admit repealing that law will not help. But it will give us a clean 
slate to work from, and it will tell the IRS to try to give up on 
trying every possible permutation to save this law. 

Again, thank you for giving me this opportunity. I appreciate 
your giving me the chance to come to tell you what my constitu- 
ents are saying about contemporaneous recordkeeping. 

[The prepared statement and attachment follow:] 


STATEMENT OF Hon. THOMAS J. BLILEY, JR., A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF VIRGINIA 


Mr. Chairman, Members of the Committee, I appreciate your allowing me the op- 
portunity to come before you today to testify on the contemporaneous record-keep- 
ing requirements of last year’s Deficit Reduction Tax Act. I intend to keep my state- 
ment brief, and to do so, I would ask permission to submit for the Committee’s 
record a copy of my statement of February 8 on this same topic before the House 
Small Business Subcommittee on Antitrust and Restraint of Trade Activities Affect- 
ing Small Business. 

Mr. Chairman, I would like to make five simple points about the contemporane- 
ous record-keeping requirements. First, I have been unable to isolate the exact 
amount of revenue which the Committee hopes to gain from these new require- 
ments. The revenue estimates of the Joint Committee on Taxation lump several tax 
provisions together for $150 million and $233 million revenue gains in Fiscal 1985 
and 1986 respectively, but it is unclear what portion of these revenues will come 
from these rules. The Committee might do well to inspect how much revenue is 
being lost because people are spending time filing out reams of paper when they 
could be using that time to earn more money and generate new revenues for the 


ury. 

Second, I believe it is the task of Congress to revise or repeal a law which Con- 
gress has passed. While I’m heartened that the IRS tried to make their new regula- 
tions in this area more liveable, the IRS may have overstepped its bounds in seeking 
to accommodate the concerns of the public in order to keep its rules substantially 
intact. Whatever the will of the Congress, it should be fully articulated for the IRS 
to implement. 

Third, I think the revisions that the IRS made recently are beyond the ken of the 
average taxpayer. Joe and Martha Six-pack should not have to hold degrees in ac- 
counting just to be able to file their taxes properly. Beyond this, the IRS’s revisions © 
leave unanswered several important questions. The IRS does not adequately define 
what constitutes “sales and services’; nor does the IRS effort to accommodate farm- . 
ers include automobiles used in the business of farming. 

But most importantly, the IRS’s efforts to accommodate the public and so keep 
these rules on the books will have the effect of encouraging the very activity it was 
meant to stop. The legitimate heavy use of an auto will still have to be accounted 
for, while the taxpayer who wants to pad his account will be eligible for an almost 
automatic write-off. 

This all brings me to my last point, Mr. Chairman, which is that I think the pro- 
visions of last year’s tax bill which require contemporaneous record-keeping should 
be repealed. A huge number of our colleagues share this sentiment. As an original 
cosponsor of H.R. 600 with my colleague Buddy Roemer and over 100 other Mem- 
bers, I would like to say that I think we can do better. 
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The problem that this law tried to attack is still with us. And I admit that repeal- 
ing that law will not help. But it will give us a clean slate to work from, and it will 
tell the IRS to give up on trying possible permutation to save this law. 

Again, Mr. Chairman, thank you for giving me this opportunity. I appreciate your 
giving me the chance to come tell you what my constituents are saying about con- 
temporaneous record-keeping. 





STATEMENT OF HON. THOMAS J. BLILEY, JR., BEFORE THE SUBCOMMITTEE ON ANTI- 
TRUST AND RESTRAINT OF TRADE ACTIVITIES AFFECTING SMALL Business, U:S. 
Houser OF REPRESENTATIVES, REGARDING REPEAL OF CONTEMPORANEOUS RECORD- 
KEEPING SUBSTANTIATION REQUIREMENTS FOR TAX PURPOSES 


Mr. Chairman, Members of the Committee, thank you for giving me the opportu- 
nity to come before you today. The subject of this hearing—the effect of the recent- 
ly-enacted contemporaneous record-keeping requirements of the 1984 Deficit Reduc- 
tion Tax Act on small business men and women—is a matter of great concern to the 
millions of Americans who routinely use their automobiles in the course of conduct- 
ing business. I’m confident that as knowledge of these new requirements grows 
throughout the country, so will the groundswell of opposition to these burdensome 
new regulations. 

I think it is particularly commendable, Mr. Chairman, that you have seen this 
opposition movement as it is materializaing at its earliest stages. Members of Con- 
— who are concerned about the new law sincerely appreciate your creating a 
orum for our grievances to be aired. 

I would also like to note the fine work of the gentleman from Louisiana, Repre- 
sentative Roemer, a Member of the Committee, with whom I’ve worked to publicize 
the problems with these new rules and whom I’ve joined in sponsoring H.R. 600, the 
- expaver Relief Act of 1985.” Mr. Roemer and other Members who have intro- 
duced legislation on this subject deserve special recognition for their efforts. 

Mr. i , prior to passage of the 1984 Deficit Reduction Tax Act, taxpayers 
who wanted to claim standards business deductions for the use of automobiles in 
their vocations were required to keep ‘‘adequate” records with sufficient evidence to 
justify these business use deductions. These rules applied not only to cars but also to 
other property used in business and for personal or family use. Under the prior law, 
business men and women could keep weekly logs or even reconstruct their logs later 
as long as they could still prove proper business use. 

While these rules were far from perfect, the new rules go beyond the bounds of 
reason in correcting the problem. 

Contemporaneous record-keeping—requiring taxpayers to keep a log at the actual 
time of each use—have been particularly burdensome to some members of our econ- 
omy like farmers, who routinely use their trucks interchangeably for business and 
personal use, and just plain onerous on every one else. I think that at a time when 
farmes have to worry about the cost of keeping their lands and about how they are 
going to get loans for spring asi with interest rates at their current levels, this 
new law telling them that they will have to spend this much time and produce abso- 
lutely nothing but paper is a real slap in the face. 

Mr. Chairman, beyond the questions of whether or not the new contemporaneous 
record-keeping requirements go overboard and hurt small business, there are other 
points your Committee should consider. First, we have no specific and accurate reve- 
nue estimates that I’m aware of to tell us whether or not these new requirements 
will actually generate any new revenues. The last time I looked for such estimates, I 
found that only the Joint Committee on Taxation has produced such numbers. But 
the JTC’s estimates also include other related provisions of last year’s tax bill, such 
as depreciation limits on the use of luxury cars. I cannot tell how much of the esti- 
mated $150 million and $233 million in fiscal years 1985 and 1986, respectively, is 
derived from each of the many sources that the JTC has lumped together in coming 
up with these estimates. I would hope that the Committee would research this care- 
fully. I think you will find that increasing the paperwork that a small business man 
or woman has to fill out will not necessarily result in any greater revenue to the 
Treasury. As long as the claim is an honest one—which I believe most are—the 
same deductions can still be taken. In fact, there might even be a loss to the Treas- 

-y, as people are required to spend more time on nonproductive endeavors such as 
filling out log-sheets, when they could be working and producing. 

The second point the Committee should consider was brought out very well in a 
recent ‘“‘dear colleague” from our colleague Representative Horton, a member of the 
Federal Paperwork Commission. Mr. Horton’s point was well made that these new 
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regulations represent a reversal of the progress we have made over the decade 
in trying to reduce the amount of time and paper that face taxpayers. Mr. Horton 
carries his point further and suggests that Members support legislation introduced 
by our colleague Representative Anthony, which is identical the mer-Bliley legis- 
ation. 

I would like to make a third and final | eda to conclude Mr. Chairman. We all 
know how this provision came to be part of the law. And I do not quarrel with that. 
But your Committee and the Congress must insist that it is the propér role of the 
Congress alone to pass legislation and to make amendments to that legislation. 

On January 23, incoming Lieap Secretary Baker commented in his confirma- 
tion hearings that Treasury would do something about these regs. In two days, the 
Internal Revenue Service issued a press release which indicated that significant re- 
visions would be made to the October regulations which would carve out broad ex- 
emptions and satisfy the critics of contemporaneous record-keeping. 

the basis on the IRS comments, I do not feel that the anticipated revisions 
would go nearly far enough to satisfy our problems. Further, the proposed revisions 
that IRS will produce seem to further eee) pasate? an already confusing matter. 

But the most important issue to be addressed regarding the IRS is whether the 
IRS has the authority to change the law—not just the regulations implementing the 
law. And I am particularly concerned that, in the past month, we have faced a situ- 
ation where the IRS has actually been working to undercut an effort of Congress to 
respond to a groundswell of public support for repeal legislation. I think that this 
puts the IRS in the role of lobbying the Congress and undermining its directives and 
its legislative efforts. 

Mr. Chairman, we had a poor compliance record with pre-1985 law. But we have 
used a cannon to kill a gnat with these new contemporaneous record-keeping re- 
quirements. Further, as the IRS’s revisions to its October regs grow, an even more 
cumbersome process takes shape. All the while, America’s small businessmen and 
women suffer because Congress and the Federal bureaucracy have done a poor job. 

The only way we can accomplish all of our goals—increase compliance, reduce pa- 
perwork and regain the trust of our constituents—is to repeal contemporaneous 
record-keeping and go back to the drawing board. | 

Again, Mr. Chairman, thank you for bringing this matter before your Committee. 


Chairman RostenxowskI. Thank you. 

Are there any questions? If not, thank you very much. 

Congressman Roemer, welcome to the committee. We look for- 
ward to your testimony. 


STATEMENT OF HON. BUDDY ROEMER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF LOUISIANA 


Mr. RoeMeErR. Thank you, Mr. Chairman, and thanks for having 
these hearings. 

My colleague from Ohio, Tom Luken, and I sent around a letter 
in response to the latest revisions by the IRS—I am sure not the 
last revisions but the latest revision—some 70 pages about the feel- 
ings of Members of Congress about whether the provisions tempo- 
rized the regulations enough for their acceptance. We have 157 sig- 
natures, all Members of Congress, saying that the latest round of 
provisions, when judged by those who they would affect, say it is 
not good enough. 

Second of all, Mr. Chairman, I am not a member of your commit- 
tee, and I respect the work that you do. I am a member of the 
Small Business Committee, the Banking Committee and started 
working on this contemporaneous accounting problem some 
months ago. I introduced, along with 58 cosponsors, H.R. 600. H.R. 
600 now has the support of 174 signed cosponsors and we are climb- 
ing each day. Our goal, Mr. Chairman, is a complete repeal of sec- 
tion 179(b). It is our feeling that when this contemporaneous ac- 
counting was introduced into the law that three questions should 
have been answered. They were not. 
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No. 1, how much money are we talking about? What was the loss 
in revenue that should have been handled by the new provisions in 
the section? 

We asked and looked at the record during the hearings on the 
Deficit Reduction Act. If credible evidence had indicated cheating 
on a massive scale, the issue would have been different. When we 
read the record and questioned the Ways and Means staff, the 
Senate Finance Committee, the Joint Tax Committee, and the In- 
ternal Revenue Service, we found a complete lack of evidence on 
records of noncompliance. In fact, we found a genuine surprise that 
a problem even existed. It seems that in a well-founded desire to 
curb the obvious uses by some luxury car users, the law of unin- 
tended consequences took over and these provisions—unworkable 
on any level—were extended to include farmers, sales and service 
people, small business owners, firemen, policemen, ambulance driv- 
ers, computer owners, and countless others. 

In short, the question of ‘‘How much money?” was never asked 
nor answered. 

My second question was, “Is legislation necessary?” In other 
words, could the Congress, as some members of this committee al- 
ready advised, simply leave the problem to the IRS and hope that 
it would solve things. Looking at the testimony, that does not seem 
possible. I went to the dictionary to find the specific definition of 
‘contemporaneous.’ I found only one. It reads: “existing, occurring 
or originating during the same time.” 

After this, it becomes clear to me the IRS had, to say the least, 
added new complexity in its Yar of the law. But the original 
problem does not lay with IRS. It is with the law itself. It is with 


us. 

Finally, my third question was, ‘Can legislation be drawn which 
will not reduce the gains made by the luxury car provisions, which 
I support, but will provide relief from the recordkeeping burdens?” 
The answer was and is “Yes.” The previous standard of ‘adequate 
records or sufficient corroboration” allows plenty of room for rea- 
sonable but effective enforcement. We should return to it and that 
is what H.R. 600 and other repeal measures would do. 

In his announcement of this public hearing, you, Mr. Chairman, 
indicated that “the committee is interested in learning what specif- 
ic additional burdens associated with the new recordkeeping re- 
quirements remain in light of the revisions to the original tempo- 
rary regulations.” Therefore, in my role as a member of the Gov- 
ernment, I would like to focus on these problem areas, both practi- 
cal and philosophical, and this is my concluding statement. 

First of all, the law and the su uent regulations have once 
again increased the complexity of the Tax Code. Let me say it 
again. At a time when the Tax Code is being fairly apiticized as 
being both unfair and unclear, this regulation and its attempt at 
modification by the IRS adds to complexity. 

Second, the requirements were aricinally suggested as a means 
of forcing greater compliance. They don’t do that now. By removing 
recordkeeping requirements for some categories of taxpayers, the 
new regulations would foster a system in which many could deduct 
70-percent usage of a vehicle with little or no substantiation re- 
quirement. This would neither encourage compliance on the part of 
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those who were cheating under the old system nor seem equitable 
to those paying their own share. Compliance would be down, not 
up in the new law. 

Third, the new regulations virtually ignore several categories of 
listed property. They deal primarily with vehicle mileage. For the 
first time in America, last month there were more computers sold 
in this country than automobiles. The new regulations do not even 
deal with that kind of physical asset. They do not go near far 
enough. The application of the word “contemporaneous” is, and in 
the future will be, far broader than most people realize. Mark my 
words—if we don’t correct the problem now and correct it for all 
property, we will be held responsible. We are at fault. 

Fourth, several ballpark figures have been used in previous hear- 
ings on the subject. Regarding the income raised by stricter compli- 
ance provisions, annual figures in the neighborhood of $120 million 
have been used. Estimates of the annual cost of the compliance 
range from $1.2 billion to $7 billion. How about that for a cost-ben- 
efit ratio? We get $120 million and we ask America to spend $7 bil- 
lion. No wonder the budget is out of control. The new math has cut 
its throat. 

Finally, the broader context within which this entire discussion 
must e place involves the relationship between a Government 
and its people—the relationship between a Government and its 
people. With these provisions has come a perception of wronghea- 
dedness, and a perception of inequity which will do nothing but 
lower the respect each citizen has for the law and for those who 
make it. I am talking about me now. Unfortunately, much of the 
damage is irreparable. Through this law and its accompanying sets 
of regulations, we have told America its Government believes most 
to be guilty until proven innocent, that no common standard of 
reasonability can stand up to Federal dictates. If we allow the law 
to stand, we are telling America its Congress no longer respects the 
right of fundamental representation. If any Members feel I am 
_ overstating the case, I would urge them to return to their office 

and read their mail. Simply put, this time we have gone too far. It 
is not too late. We can reverse the tides of complexity and inequity 
by simply admitting that we made a mistake and repealing this 
law. These are words a politician never like to use. We were wrong. 
We made a mistake. 

Thank you, Mr. Chairman. 

[The prepared statement follows] 


STATEMENT OF Hon. Buppy RoEMER, A REPRESENTATIVE IN CONGRESS FROM THE 
State oF LOUISIANA 


First of all, I would like to thank the Committee and its Chairman for holding 
these hearings and for allowing me to appear on behalf of pie isa of the 4th Con- 
gressional District of Louisiana. I hope that the segglee ill be constructive, and 
that we in the Congress will be able to stand up and admit the mistake which 
causes us to be here ey 

As you may know, my legislative involvement with this issue began near the start 
of this session when I, along with 58 cosponsors, introduced H.R. 600. This bill 
would simply repeal the contemporaneous record ad ae provisions which were | 

as of the Deficit Reduction Act of 1984. Right now, my bill has the sup- 

rt of 167 other members. Some 23 other measures for repeal have also been intro- 
uced, and to date more than 250 Members of Congress have indicated their support 
by cosponsoring at least one repeal bill. As the author of H.R. 600 and on be of 
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all other members who seek repeal, my central request today is that the Committee 
hear our collective message, choose a repeal vehicle from the many offered, and 
report it to the floor for immediate action. 

In support of this request, I would like to offer the following for your consider- 
ation: 

Before introducing my legislation, I wanted three questions answered. First, I 
wanted to know what level of abuse warranted this kind of approach. In other 
words, how much money were we talking about. Obviously, if during the hearings 
on the Deficit Reduction Act credible evidence had been offered indicating cheating 
on a massive scale, then the issue would be different. However, what I found in 
reading the record and in questioning the Ways and Means Committee, the Senate 
Finance Committee, the Joint Tax Committee and the Internal Revenue Service was 
not only a complete lack of evidence, but a genuine surprise that a problem even 
existed. It seems that in a well founded desire to curb the obvious abuses by some 
luxury car owners, the law of unintended consequences took over and these provi- 
sions—unworkable on any level—were extended to include farmers, sales and serv- 
ice people, small business owners, firemen, policeman, ambulance drivers, fisher- 
man, computer owners, and countless others. 

On short, the question of ‘How much money?” was never asked. 

My second question was “Is legislation necessary?” In other words, could the Con- 
gress, as some members of this committee have advised, simply leave the problem to 
the IRS and hope it would solve things. My first reaction to the question was based 
purely on emotion, so I went further. I read the conference report to determine con- 
gressional intent. Among its comments were the following: 

“... taxpayers are required to substantiate by adequate contemporaneous 
pepe any investment tax credit or deduction with respect to the business use of 


perty . 

“If the taxpayer does not have adequate contemporaneous records, no credit or 
deduction is allowed with respect to that item.” 

“With respect to automobiles, logs recording the date of the trip and the mileage 
driven for business purposes must be kept.” 

“.. . any portion of an Sree vical of tax attributable to a failure to comply 
with these contemporaneous recordkeeping provisions is treated as ,due to negli- 
gence in the absence of clear and convincing evidence to the cont 

I then went to the dictionary to find the specific definition of “contemporaneous.” 
I found only one. It reads: “existing, occurring, or originating during the same 
time.” After this, it became very clear to me that the IRS had, to say the least, . 
added new complexity in its application of the law. But the original problem lay 
within the law itself, that is, with the word “contemporaneous.” 

Finally, my third question was ‘Can legislation be drawn which will not reduce 
the gains made by the luxury car provisions, but will provide relief from the record- 
keeping burdens? ‘The answer was, and is, simply yes. The previous standard of 
“adequate records or sufficient corroboration” allows plenty of room for reasonable, 
but effective, enforcement. We should return to it, and that is what H.R. 600 and 
the other repeal measures would do. 

Now, in his announcement of this public hearing, Chairman Rostenkowski indi- 
cated that “the Committee is interested in learning what specific additional burdens 
associated with the new recordkeeping requirements remaining light of the revi- 
sions to the original temporary regulations.” Therefore, in my role as member of a 
government, I would like to focus on those problem areas, both practical and philo- 
sophical, which remain. 

First of all, the law and subsequent regulations have once again increased the 
complexity of the tax code. Leaving aside the problems created by two sets of regu- 
lations in less than two months, the new thresholds, partial exemptions, and new © 
definitions stemming from 17 9b) have created another identity crisis for taxpayers 
who must determine who they are in the eyes of the IRS. In addition, these require- 
ments are exactly contrary to the positive spirit of tax reform which even the Chair- 
man of this Committee has exp 

Second, these requirements were originally suggested as a means of forcing great- 
er compliance. However, by removing recordkeeping requirements completely for 
some categories of taxpayers, the new regulations would foster a system in which 
many could deduct 70 percent usage on a vehicle with little or no substantiation 

required. This would neither encourage compliance on the part of those who were 
cheating under the old system nor seem equitable to those who were paying their 
fair share. 
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Third, the new regulations virtually ignore several categories of listed property. 
According to the Deficit Reduction Act, contemporaneous requirements are ex- 
tended to cover: 

“(i) any passenger automobile, (ii) any other property used as a means of transpor- 
tation, (1ii) any property of a type generally used for purposes of entertainment, 
recreation, or amusement, (iv) any computer or peripheral equipment, and (v) any 
other property of a specified by the Secretary by regulations.” 

In other words, the ope conse of the word “contemporaneous” is, and in the 
future will be, far broader than most people realize. Mark my words, if we don’t 
correct this problem now, and correct it for all property, we will be held responsible. 

Fourth, several ballpark figures have been use in previous hearings on this sub- 
ject. Regarding the income raised by stricter compliance provisions, annual figures 
in the neighborhood of $120 million have been . Estimates of the annual costs of 
compliance have ranged from $1.2 billion to $7 billion. We would do well to remem- 
ber that most figures associated with compliance are deductibles themselves, and 
that a very real possibility exists for these new provisions to lower revenue. 

Finally, the broader context within which this entire discussion must take place 
involves the relationship between a government and its people. With these provi- 
sions has come a perception of wrongheadedness and inequity which will do nothing 
but lower the respect each citizen has for the law and for those who make it. Unfor- 
tunately, much of the damage is irreparable. Through this law and its accompany- 
ing sets of regulations, we have told America that its government believes most of it 
to be guilty until proved innocent, that no common standard of reasonability can 
stand up to federal dictates. And, if we allow the law to stand, we are telling Amer- 
ica that its Congress no longer respects the fundamental right of representation. If 
any members think that I am overstating the case, I would urge them to return to 
their offices and read their mail. Simply put, this time we have gone too far. 

It is, however, not too late. We can reverse the tides of complexity and inequity by 
simply admitting that we made a mistake and repeal this law. 


Chairman RosTENKOwSKI. Thank you. 

Are there any questions? 

Mr. RoeEMeER. Mr. Chairman, I have a list of cosponsors. It is bal- 
anced. It is getting close to 218. 

Chairman ROsSTENKOWSKI. Thank you. 

The Chair calls Congressman Gekas. 


STATEMENT OF HON. GEORGE W. GEKAS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Gexkas. Thank you, Mr. Chairman. I too have a written state- 
’ ment I wish to offer for the committee. 

Chairman ROsSTENKOWSKI. Your entire statement will be included 
in the record. 

Welcome to the committee. 

Mr. Gexas. There is only one recommendation which can make 
any sense at this juncture and that is repent and repeal. We have 
made a gigantic mistake and we must atone for it. Let us repent 
and repeal. I say that with an honest feeling that no matter what 
the salutary effect intended in the new regulations which have 
been published as of February 20, I hold these up for your exami- 
nation as being a replication of those held up by Representative 
Anthony as the first set and find they are just as complicated and 
just as perplexing as the first. 

If the summary is a modicum of relief for those people who have 
been adversely affected by the original regulations. I accept that, 
but if you read even peripherally through the new regulations, you 
find perplexing language in there that is sure to bring us a new 
barrage of letters, cards, and telegrams like: 


The employer may treat the automobile used 70 percent for business and 30 per- 
cent for personal purposes, the employer must also determine the amount included 
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in employees income in the automobile for personal use. It is thought the employee 
should have the opportunity to document a greater amount of business use and thus 
reduce the amount of the taxable fringe benefits. Comments are requested as to 
whether the regulations should require the employer to notify an employee if the 
employer is using one of the methods described in section 1. Section 1.27416. 


Repent and repeal, I repeat, because the new regulations cry out 
for newer regulations, and that means a continuation of the per- 
plexity. Let’s begin with a blank sheet and start all over again. We 
will not loose indeterminate amounts of revenues. We will simply 
save our taxpayers a great deal of expense. I, too, can give you a 
litany of the horror stories including one from a chief of police who 
feels he is aggravated by this. I am not sure he is on solid legal 
grounds but just the horror story he gives he would have to mark 
personal use as compared to one where he grabs his car and runs 
to an emergency police action really sets forth the nonsensical por- 
tions. Repent and repeal. 

I have not seen a reaction except from Congressman Schulze. I 
too want very much to implement the original purpose of the act, 
and that is to do something about the luxury automobiles, but let’s 
begin with them and end with them and leave everything else to 
the established way that we were doing business before. The neces- 
sary and ordinary business expense portion that we are trying to 
move toward is being exacerbated by increased CPA fees, lawyers 
fees, and all other kinds, so we are losing money on that side of the 
ledger while trying to pick up something on the luxury automo- 
biles. Let’s just concentrate on luxury automobiles. 

Repent and repeal. 

Thank you, Mr. Chairman. 

Mr. SCHULZE. Amen. | 

[The prepared statement follows:] 


STATEMENT OF Hon. GEeorGE W, GEKAS, A REPRESENTATIVE IN CONGRESS FROM THE 
ATE OF PENNSYLVANIA 


I first want to express my appreciation to the Ways and Means Committee for 
holding these timely hearings on an issue of major concern to businesses across the 
country. I am glad to be provided the opportunity to express the views of my con- 
stituents on the tax recordkeeping requirements promulgated by the Internal Reve- 
nue Service for business use of an automobile. 

It is obvious that the problems created by the IRS’ recordkee ang Feauirenet 
are great; over 27 pieces of legislation have been introduced in the House and the 
Senate to re these burdensome regulations. Over 200 other Members of Con- 
gress have expressed their opposition to these regulations by cosponsoring one 
or more of these bills. I believe that Congress has realized the mistake it made by 
the inclusion of this provision in the Deficit Reduction Act. I now feel that it is time 
for them to act to repeal these provisions. 

The response of my constituents and the constituents of many other Members of 
Congress been overwhelming. I have received hundreds of phone calls and let- 
ters about the new rules in the past few months. I have included gta of these 
letters from my constituents throughout this statement because I believe that they 
provide an accurate gauge of the public’s attention towards the new IRS regula- 
tions. 

The great Ae aaa from my constituents and the constituents of many of my col- 
leagues sags Mor play that the strong feelings of opposition to these regulations are 
not going to dissipate until Congress takes prompt action to repeal the contempora- 
neous recordkeeping requirements for business use of automobiles. Such legislative 
action is both appropriate and necessary because the cost and burdens imposed by 
the new law dictate repeal and because it ap that the Internal Revenue Serv- 
ice fails to recognize the magnitude of the problems created by its regulatory action. 

As we all know, on January 25, 1985, the Internal Revenue Service announced its 
intention to issue temporary and proposed regulations modifying the requirement to 
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Ws adequate contemporaneous records for automobiles and certain other vehicles. 
though the Internal Revenue Service continually assured my office that these " 
lations would be Pp ublished any day, they were not published until February 
1985. I cannot help but feel that these proposed regulations will only eliminate some 
of the inconvenience that these regulations have created. After reviewing these pro- 
posed peel ponte ons, I believe that businesses and farmers will still be burdened with 
in paperwork and man-spent hours adh to these regulations, a result 
totally counterproductive the the intents of the it Reduction Act and the 98th 
Co: ; to increase our economic pe 

W should not place all of the blame for these regulations on the Internal Reve- 
nue Service. History dictates that over-excessive legislation will undoubtedly 
produce overexcessive regulations. It was the Congress, after all, that gave the In- 
ternal Revenue Service total free rein in the interpretation and ‘implementation of 
this provision. The proposed regulations, even as the Internal Revenue Service pro- 
poses to modify them, are at once need] ee complex, and vague. 

The “adequate contemporaneous” recordkeeping requirements are unreasonable, 
overly-burdensome, and counterproductive, and raise a large number of practical 
impediments to compliance for affected taxpayers which bespeaks a failure by the 
Internal Revenue Service to comprehend the realities of everyday business activity. 
As one of my constituents wrote: 

“I just wanted to let you know I almost drove off the road the other day on the 
way to work. After shoveling off the snow, I was in a hurry to get going and get in 
to work on time. After a mile or two I realized that I had forgotten to write down 
the actual mileage of my car prior to leaving the garage. So that I wouldn’t forget to 
do it, I took my daily log out from under the seat and jotted down the mileage at 
which I had started; and as I looked up, I was halfway into a turn and almost 

 aiouen I realize that this example ma ney be somewhat exaggerated and dramatic, 

the main point of the comment is nonetheless titled Aa scans and accurate. These 
sh ar adi require excessive and unn 
fact that abuses existed under prior law cannot e cusetioneel: Nonetheless, 
the vast majority of my constituents affected by the new regulations certainly do 
not drive “luxury automobiles” and have been accounting for the use of their com- 
bey cars in a detailed and satisfactory manner under current auditing standards. 
e new and additional recordkeeping requirements now imposed for the use of a 
company-owned or leased vehicle are simply unnecessary and harsh for the majority 
of taxpayers and will have a negative impact on their business performance and 
personal productivity. Small businesses, many of which can be found in my district 
as well as everywhere else in the country, simply cannot afford these additional gov- 
ernment imposed paperwork regulations if they are to maintain a competitive posi- 
tion in the marketplace. 

The Internal Revenue Service refuses to acknowledge that the esi of ade- 
a contemporaneous records creates too severe a inden on business. However, 

e great pais of Congressional opposition to these initial tions brought 
about the revisions of the uirements, which have y been published 
in the F ae Register after a month’s time. The fact that the Internal Revenue 
Service clearly was their feet on this matter makes me question the seri- 
amp of their intentions to help relieve some of the burdens that have been 
rcp on this country’s businesses. Can we really assume that these proposed regu- 

epee tee will be the last we hear of the many problems that our constituents are 


a sampling of the comments I received from hundreds of my seampate gy — 
the recordkeeping regulations is instructive for the points they make and th Al he 
lems they underscore. . . practical problems such as logs of productive time, vehicle 
use for more than one ‘employee, and vehicle and employee tranfers which merit 
careful examination by this committee, which had the foresight to hold this hear- 
ings, and by the Congress as a whole. 

A constitutent from Harrisburg states that: “I wish that some of the people in 
government would spend one month in business to experience the burdensome re- 
ports that we are already required to file with the various agencies of the A ehtaaa 
ment. We do not need any more regulations requiring further reporting and tabula- 
tion. It is almost as if the government were trying to prevent small business from 
being able to actively compete with their |. r counterparts.” 

A Chief of Police in my district voices ar sentiments: “Whoever dreamed this 
regulation up fails to realize that a Chick of Police is first of all never off duty. He 
needs his vehicle because of its radio equipment and other police Siupment he may 
keep on hand in the event he gets called out in the middle of the night, a weekend 
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or holiday. When he leaves his home and starts the car he turns the radio on and is 
at work at that moment.” . . . “When I left my home even to go to the local ACME 
store I was armed and the radio was on. I was on duty and perhaps over a 1000 
times got involved in police actions that did not occur on weekdays between nine 
and five. More than 1000 times I was called out at night and if I to drive my 
personal car to the police station in order to pick up a car to communicate with my 
officers if would be a great handicap. Also each time I used my car there was an- 
other unmarked police vehicle on the streets of Lansdown p ing the public.” 

Yet another constituent states: “If you drive a company car and keep a record 
book in the glove compartment, it is almost sag, mma to write down or) eee 
trip and its and every single expense. There are so many things that can 
interfere wi e keeping of proper records. If you miss several entries then your 
records are no longer accurate.” . . . “There is also the situation when another com- 
pany cnecyee drives the car assigned to you and does not record the entries. There 
is also a situation where you drive another company car and someone has taken the 
record book out of the car.” 

A restaurant owner wrote to tell me that: ‘‘As sf Sapa le owner of a small restau- 
rant—a business which takes 50-60 hours of my life each week, a business which is 
as much a part of my life as my home and family—it becomes impossible to sepa- 
rate “business” and “personal” miles on the truck and van that I use in many many 


It could not be more obvious that the new and additional recordkeeping require- 
ments now imposed for the use of a seta eg agelae or leased vehicle are simply not 
necessary and are tremendously harsh for the majority of taxpayers and will have a 
negative im on their business performance and personal productivity. Small 
businesses like those that comprise the business communities in my district simply 
cannot afford these additional government-imposed poet worn regulations if they 
are to maintain a competitive position in the marketplace. 

I do not believe that the problems created by these auto recordkeeping require- 
ments can be rectified by the changes announced by the Internal Revenue Service 
which would exempt certain taxpayers from the recordkeeping requirements and 
provide safe harbors for others. The proposed regulations simply eliminate some in- 
dividuals from these disastrous hs Seepage while still leaving whole segments of af- 
fected taxpayers unjustifiably burdened by the new rules. 

Consequently, I do not believe that part short of total repeal of the contempo- 
raneous reco pening requirements will resolve the practical problems created by 
the new tions. I have introduced legislation in this regard, H.R. 589, as have 
some 27 other members of the House of Representatives and the Senate, and I am 
hopeful that Congress will act quickly to join hears and pass one comprehensive 
piece of legislation to repeal these tions. Time is of the essence, for until tax- 
payers are guaranteed of the total elimination of these regulations, I am sure that 
many individuals will be fearful to cease maintaining the necessary records. 

The contemporaneous recordkeeping requirements for the business use of an auto- 
mobile imposed by the Deficit Reduction Act of 1984 were a mistake in the abstract 
and have en to be even a worse idea in practice as implemented by the Internal 
Revenue Service regulations. In reality, the costs to business of complying with the 
new requirements is arf to be greater than the amount of revenue raised by the 
prenuen as a result of these regulations. Stated somewhat differently, the cost/ 

nefit ratio of the regulations is clearly indisputable and indefensible and they 
or be repealed. Congress must act quickly to correct its mistakes before it is too 

te. 
In closing, I would like to again express my appreciation to the Ways and Means 
Committee for providing me with the opportunity to express my views, and the 
views of my constituents, on this matter. I would also like to again commend the 
sesapacey or its recognition of a serious problem and its efforts to rectify that seri- 
ous em. 


Chairman RosteNKOwWSKI. Thank you. 
Congressman Reid, welcome to the committee. 


STATEMENT OF HON. HARRY M. REID, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEVADA 


Mr. Rei. I appreciate very much the opportunity to appear 
before you to express my support for the Taxpayers Relief Act of 
1985 which ad contemporaneous recordkeeping, among 
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other things, and will subsequently be implemented by the Internal 
Revenue Service. 

The 98th Congress deliberated and voted on many issues that 
aroused the emotions of many citizens of this country. There have 
been and always will be differences of opinion on the important 
issues that face us as Members of Congress, and I believe that is as 
it should be. Yet, I cannot think of another piece of legislation that 
passed Congress in recent years with such good intentions but has 
brought about such active bipartisan opposition as the section of 
the Deficit Reduction Act of 1984 requiring adequate contempora- 
neous recordkeeping regarding the use of business equipment. 

The Deficit Reduction Act of 1984 was passed to help reduce the 
Federal deficit, but it was also intended to close loopholes and in- 
crease fairness in the existing code. Unfortunately, the recordkeep- 
ing section does not serve that purpose. One of my constituents 
said to me, and I quote: “T’ve never felt so guilty trying to prove 
my innocence.’ 

I have received hundreds of letters and telephone calls regarding 
this matter. They have come from all over the State of Nevada. I 
have received complaints from nearly every type of small business 
that exists in my State. Farmers, ranchers, miners, service compa- 
nies, florists, delivery services, construction companies, and sales 
companies are examples of those who have voiced opposition. Yet, 
as diverse as their businesses are, their expressed concerns are ba~ 
sically the same—the law is unfair, cumbersome, time consuming,' 
oppressive, and unnecessary. To be perfectly frank, those were' 
some of the more pleasant expressions and comments I have heard. 

One conversation I had was with the former Governor of Neva 
who is now in private business. He told me that he keeps meticu- | 
lous, time-consuming records because he wants to comply with the 
law. He also expressed that he has never seen such an open invita- | 
tion to be dishonest. His opinion was the same as every person who ; 
contacted me—‘‘The cure is worse than the disease.” | 

I know each of you have received similar responses from vour 
own constituents. I brought with me a letter received from a small 
businessman in Las Vegas. He owns a small electrical business. He ' 
attached copies of the record for his 10 service trucks for the first 
10 days of January 1985. I will make the letter available for the 
record. You can readily see the nature of the information that is 
being kept and see that it is, indeed, a cumbersome project and one 
that could easily be falsified. 

Quoting from the letter, I think the businessman’s point is well 
made: “This nonsense may not be the straw that broke the camel’s 
back, but you’re making him damn sore.’ 

I can understand the  prdstration being expressed by my constitu- 
ents. The law and regulations are turning productive business 

people into unproductive bookkeepers for the Federal Government 
administered through the Internal Revenue Service. Although the 
IRS announced its intention to ease some of the rules regarding the’ 
business use of automobiles and farm vehicles, the changes do not 
go far enough. 

We must repeal the contemporaneous recordkeeping require- 
ments and restore the previous standard of “adequate records or 
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sufficient corroborating evidence” to document claimed deductions. 
It is the fair and responsible action to take. 

We must do so as soon as possible. 

Thank you, Mr. Chairman. 

[The prepared statement and letter referred to follow:] 


STATEMENT oF Hon. Harry Rem, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF NEVADA 


Mr. Chairman and members of the subcommittee, I appreciate very much this op- 

reeety to appear before you to express my support for the Taxpayer Relief Act of 

985 which addresses satiny abrpag record keeping regulations being implement- 
ed by the Internal Revenue Service (IRS). 

The 98th Congress considered, deliberated and voted on many issues that aroused 
the emotions of many citizens of this country. There have been and always will be 
differences of opinion on the Say prthege issues that face us as Members of Congress 
and I believe that is as it should be. Yet I cannot think of another piece of legisla- 
tion that passed Congress with such good intentions but has brought about such 
active bi-partisan pposition as the section of The Deficit Reductions Act of 1984 re- 
quiring “adequate contemporaneous records” ing use of business equipment. 

The Deficit Reduction Act of 1984 was naaeed to help reduce the federal deficit, 
but it was also intended to close loopholes and increase fairness in the existing code. 
Unfortunately, the record nPop ing section does not serve that purpose. One of my 
constituents said to me, and I quote, “I’ve never felt so guilty trying to prove my 


innocence.” 
I have received hundreds of letters and psd ag calls regarding this matter. 
They have come from all over the State of Nev I have received complaints from 


nearly every type of small business that exists in my state. Farmers, ranchers, 
miners, service companies, florists, delivery services, construction companies and 
sales companies are examples of those who have voiced opposition. Yet as diverse as 
their businesses are their expressed concerns are basically the same—the law is 
unfair, excessive, cumbersome, time consuming, oppressive and unnecessary. To 

iain frank those were some of the more pleasant expressions and comments I 

ve received and h 

One conversation I had was with a former Governor of Nevada who is now in pri- 
vate business. He told me that he keeps meticulous, time consuming records because 
he wants to comply with the law. He also expressed that he has never seen such an 
open invitation to be dishonest. His opinion was the same as every person who has 
contacted me,” the cure is worse than the disease.” 

I know that each of you have received similar responses from your own constitu- 
ents, but I brought with me today a letter I recoived from a small businessman in 
Las Vegas. He owns an electric sales and service business. He attached copies of the 
records for his 10 service trucks for the first 10 days of January 1985. I will make 
the letter available for the record. You can readily see the nature of information 
that is being kept and see that it is indeed a cumbersome project and one that could 
easily be falsified. Quoting from the letter I think the businessman’s point as well 
made, “this nonsense may not be the straw that broke the camel’s back but you're 
making him damn sore.” 

I can understand the frustration being expressed by my constituents. The law and 
regulations are turning productive business people into unproductive bookkeepers 
for the rupli Seapine administered through the Internal Revenue Service. Al- 
though the announced its intention to ease some of the rules ing the 
business use of automobiles and farm vehicles, the changes do not go far pity 

We must re the contemporaneous record keeping requirement and restore the 
previous stan of “adequate records or sufficient corroborating evidence” to doc- 
ument claimed deductions. Its the fair and responsible action to take. 

We must do so as soon as possible! 


Thank you. 
Do It YoursE_r ELEcTRIC, 
Vegas, NV, January 10, 1985. 
Congressman Harry Re, 
Lo rth House Office Building, 
Washington, DC. 


Dear Si: We are a small electrical contractor and retail store. We employ an av- 
erage of ten electricians in the field and operate 12 trucks. 
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Our accountant has informed us that we now have to log all the mileage on all of 
our vehicles in order to claim gas and repair expenses. 

Incloged is a small sample of the paperwork involved. We find this not only time 
consuming and expensive but totally asinine. How could any fool think that service 
trucks are being used for personal pleasure. Small business is overloaded with paper 
work solely for the covenience of the government. We would not need an account- 
ant, if not to keep the government from stealing the whole hen house. 

Please stop and think of the additional work to you, if you had to list all of your 
government perks as taxable income (considerably more by the way that we in pri- 
vate enterprise recoive). This nonsense may not be the straw that broke the camel’s 
back but you’re making him damn sore. 

If the Government is so desperate for the few dollars this could net you, please get 
out of i way so that we can be productive, show a profit and pay honest taxes. 


y yours, ; 
Ca.vIn A. LoGaN, President. 
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Chairman RosTteENKowsgI. Thank you. 
The Chair calls Congressman Rowland. 


STATEMENT OF HON. J. ROY ROWLAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF GEORGIA 


Mr. ROWLAND. Thank you, Mr. Chairman. I have a statement I 
wish to submit for the record. 

Chairman RostTENKOWSEI. Your entire statement will be included 
in the record. 

Mr. Row.anp. I want to say that last November after my ac- 
countant visited a seminar, he learned what the Internal Revenue 
Service was to do with contemporaneous recordkeeping. I wrote a 
letter to you and Secretary Regan at that time pointing out the 
problems. Last year, this matter got very little attention. 

After the first of the year when people began to talk to their ac- 
countants and learned what was to take place, there was a great 
deal of concern expressed by my constituents. I had an opportunity 
to talk to group of farmers in Georgia, and while they were con- 
cerned about the low prices they were getting for their commod- 
ities and ie pe costs, they wanted to talk about the recordkeep- 
ing that the said they would have to do. The following Sunday 
at church, I noticed my pastor seemed to be looking at me during 
the course of the sermon a good deal and, immediately after the 
service, he elie to me and said, “I want to talk to you about 
the recordkeepin 

Many people hate been talking to me about the recordkeeping, 
and I know the IRS is beginning to back off from what it initiall 
proposed. But the changes that are being proposed still do not ad- 
dress the problem. They are talking about giving businessmen an 
automatic 70 percent business deduction. There may be some 
people who would use their automobiles more than 70 percent of 
the time. They will still have to keep the log. There may be some 
that use them less than 70 percent of the time, so they will be get- 
age a tax break they really do not deserve. 

Mr. Chairman, I appreciate the hearing you are holding here 
today and I hope the Congress will be able to overrule the Internal 
Revenue Service and go back to the reconstruction of records 
rather than the contemporaneous records now being proposed. 

you very much for this opportunity. 
[The prepared statement follows:] 


STATEMENT OF Hon. J. Roy ROWLAND, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF GEORGIA 


Pon Chairman, members of the Committee, thank you very much for scheduling 

you, T think today. Since I was scheduled as the fourteenth Member to testify before 

you, I it is more than apparent that the vehicle pocordkoeping requirements 
are a major concern to Members of Congress. 

A few weeks ago, I agg the opportunity, along with some of the same colleagues 
who have spoken today, to before the Small Business Committee. At that 
time, I mentioned how frequently complaints over these recordkeeping requirements 
have been preueoe to my attention by constituents of every type occupation. 

Mr. Chairman, the reason I am recalling the circumstances of Guat a fow weeks 
ago is that I fear thes have changed, and for the worse. 

On February 20, 1985, the Internal Revenue Service published the long-awaited 
ryt omar on vehicle logkeeping. This was of course done in two parts, one ee 
withdrawing the old regulations and a second notice announcing the proposed modi: 
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fications. Just as I had feared, the announcement of these proposed modifications 
has resulted in what I perceive to be as reduced momentum for legislation, such as I 
have cosponsored with Congressman Roemer. 

Although I have encouraged all of my constituents to use the public comment 
period and let the IRS know how they feel about these proposals, I am seriously 
concerned that the IRS modifications will vices make a bad situation worse. 

As I understand these modifications, taxpayers will be offered options for getting 
out from under the burdensome “contemporaneous” recordkeeping. But these op- 
tions concern me greatly. What appears to be an easy solution to the problems of 
keeping these detailed records is in reality a windfall for those very people the 
recordkeeping requirements were aimed at. 

If we are to make assumptions about the percentage of time an individual uses 
his car or truck for business in the manner proscribed by the IRS, we are biasing 
the law in favor of those who have historically overestimated their business use by 
granting them an automatic 70 to 80 percent deduction, even if their business use 
nowhere approaches this amount. And those ple who use their vehicles pre- 
dominantly for business will either have to maintain the records or take less 
the amount to which they are entitled as a business deduction. 

This approach seems totally backward to me. If the intent of the law and the sub- 

uent regulations is to tighten up on those people that are writing off more of a 
deduction than they are entitled to so that the Treasury is losing revenue, then it is 
the honest taxpayers that will either be burdened by recordkeeping or pay more 
taxes than are necessary under the law. 

Unfortunately, in the real world we cannot treat adults as if they are in a class- 
room environment where an effective technique for stopping cheating is to punish 
the whole class so that peer pressure will force the guilty students to stop cheating. 
It is not only not that simple, it is not possible to force compliance with the laws of 
this country by pene the law-abiding citizens . . . or in this case, making law- 
abiding citizens lawbreakers. 

We also have another tradition in this country which I believe is important to 
mention here, and that is that citizens of this country are innocent until found 
guilty. These onerous recordkeeping requirements presuppose the guilt of all tax- 
payers who use their vehicles for business and this is wrong. 

r. i , | have heard that this Committee intends to work on a tax simpli- 
fication proposal and I can certainly think of no better example of where the tax 
code is too cumbersome. I think the most telling event supporting this is a new busi- 
ness venture I heard of the other day. It seems that an audio-visual company is 
planning a video cassette explaining recordkeeping. 

If this is so, our tax laws have reached the point of absurdity when the people of 
this country cannot ibly understand what is required of them in order that they 
not unwittingly b laws. ; 

If the purpose of our tax system is to generate revenue and stimulate economic 
activity, the recordkeeping requirements do neither. And if it is the intent of this 
Committee to revise the tax code to generate revenue and stimulate economic activi- 
ty, the repeal of the recordkeeping requirements is, in my opinion, the best place to 
start 


Thank you for this time today for me to share with you some of my thoughts and 
the views of my constituents. 


Chairman RostenkowskI. Thank you. 
Congresswoman Lloyd, welcome to the committee. 


STATEMENT OF HON. MARILYN LLOYD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TENNESSEE 


Ms. Lioyp. Thank yu very much. | 

We do appreciate the opportunity to appear before you to address 
the issue of contemporaneous recordkeeping. It is a most a aa 
ate subject for your hearings today, and we commend you for this. 
We are hearing repeal and repent, but we are also hearing, ‘‘Con- 
gresswoman, you are going to make a bunch of liars out of us.” 

The contemporaneous recordkeeping requirement has done noth- 
ing but create confusion since it has presented employers with an 
administrative nightmare. Others are going to speak to you today 
more directly as to the scope of the compliance procedure. But I do 
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not think an indepth understanding of tax law is required to recog- 
nize the mistake of what we have done, so you are doing a great 
service by initiating this hearing teday. 

Certainly in the frame of tax reform a review of recordkeeping 
under previous law is in order. We do not advocate abuse of the 
code. We think there was room for abuse. But the 1984 bill does not 
achieve the objective. What it has done is to impose a confusing 
burden on just about everyone. Legislation such as I have intro- 
duced would put an immediate end to the contemporaneous record- 
keeping requirement. As part of a more comprehensive tax review, 
perhaps all of the factors which are involved in record compliance 
will be reviewed. Only then, and only if widespread noncompliance 
chal can previous changes in the law be brought before the 

ouse. 

There is one constant I have heard in the Third District of Ten- 
nessee and it is that we are lacking concise definitions and a deter- 
mination of what it is we want the Tax Code to achieve with rec- 
ordkeeping requirements. We are reaching out blindly to catch 
abusers of the previous law, but we lack a clear understanding— 
and I emphasize clear—means of doing so. This provision opens up 
for question the countless methods by which business operates and 
yet it never really defines, for example, what constitutes working 
out of the home. With the technology now available to us, it is not 
unusual for employees of a number of enterprises to work out of 
their homes, so the distinction between business and personal use 
deserves closer examination before the delineation outlined in the 
contemporaneous record requirement is saddled upon the working 
people of this country. Such specifics have not been considered and 
yet the IRS is issuing 2 oasis 

The regulations of February 21 are an improvement, but there 
are many questions and inequities that still remain. Our concern of 
how they will be resolved is certainly not insignificant. The Febru- . 
ary 21 regulation should not be imposed, particularly on our small 
business people, Mr. Chairman, because so many of them do not 
have the accountants and consultants needed to comply. The cost 
to business certainly exceeds by far the return to the ury, and 
such unreasonable requirements beg failure to comply and even 
stronger distaste for the Tax Code. 

At this point, I have recoived a significant numbers of calls for 
help from business poopie: primarily auto users who are aware of 
the requirements. The IRS cannot continue to revise the regula- 
tions. However much they improve their efforts, confusion spreads. 

is requirement is onerous and repeal is the only logical and equi- 
table course of action. 

Thank you, Mr. Chairman. | 

[The prepared statement follows:] - 


STATEMENT OF Hon. ae ee A REPRESENTATIVE IN CONGRESS FROM THE 
ATE OF 


Thank you for permitting me to appear before you today. I think the issue of con- 
temporaneous record keeping is a most appropriate subject for this Committee to 
consider in detail and I commend you for setting aside the time to do so. 

I doubt that one member of either this or the other body could be found who 
agreed with the Deficit Reduction package in total. But it was urgent that its thrust 
be approved. Essentially, the House version was a defensible measure and as such it 
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was passed. Only during conference did we find ourselves with a provision bearing 

the ponderous name of the contemporaneous record keeping requirement. It has 

succeeded in creating nothing but confusion since it presents employers with an ad- 

ministrative nightmare. Today, others who are tax attorneys will speak more direct- 

ly to the scope of the compliance confusion. But an in-depth understanding of tax 

law is not required to recognize a mistake of such magnitude. The Committee is 
earing. 


doing the House a service with this initial heari 

Certainly in the frame of tax reform a review of record keeping under previous 
law is in order. We do not advocate abuse of the code and certainly there was room 
for abuse. But the 1984 bill did not achieve that objective. What it has done is 
impose a confusing burden on just about everyone. Legislation such as I have intro- 
duced would put an immediate end to the contemporaneous record keeping require- 
ment. As part of a more comprehensive tax review, perhaps all the factors which 
are involved with record compliance will be reviewed. Only then, and only if wide- 
spread non-compliance warrants, can truly effective changes in the previous law be 
brought before the House. 

Many of my constituents do feel such a review is in order. But there is one con- 
stant running through all the comments I’ve heard from the Third District of Ten- 
nessee and that is we are lacking concise definitions and a determination of what it 
is we want the tax code to achieve with record keeping requirements. We are grop- 
ing, reaching out blindly to catch abusers of the previous law, but lacking a clear— 
and I emphasize clear—concise means of doing so. This provision opens up for ques- 
tion the countless methods in which business is conducted and yet never defines, for 
example, what constitutes working out of the home. With the technology now avail- 
able to us, it isn’t unusual for an employee of any number of enterprises to work 
out of the home. The distinction between business and personal use demands closer 
examination before the delineation outlined in the contemporaneous record keeping 
requirement is saddled upon the working people of this country. Such specifics have 
not been considered and yet the IRS is issuing regulations. 

The regulations of February 21st are an improvement but many fe ae and in- 
equities remain—not the least of which is the status of a vehicle taken home by an 
employee for neighborhood security, or to respond to yagi aed calls? And what of 
employees who work a routine business day and who make serveral stops during 
that day with a epeny vehicle. These are not insignificant considerations and we 
can cite many others. The February 21st regulations simply should not be im : 
particularly on small business people, many of whom do not have the consultants 
and accountants needed to comply. The cost of compliance to business exceeds by far 
the return to the Treasury. Such unreasonable requirements beg failure to comply 
and even stronger distaste for the tax code. 

But the record keeping requirement does not apply to autos alone. Reference is 
also made to entertainment and recreation prope and to computers. I realize my 
familiarity with computers is limited, but I cannot conceive of a process by whic 
computer usage could be identified as to business or personal. We cannot in all seri- 
ousness expect the American taxpayer to comply with such a ‘requirement. It is 
beyond me as to how they could without special adaptations. 

At this point, I have received a significant number of calls for help from business 
people who would accept a tightening of previous law but who are baffled as to how 
they can comply with these regulations. I’m certain that before very much longer, 
volunteers who can no longer make their needed services available, those who are 
empeyen at home and those who use computers for both business and personal use 

ili share the outrage. The protests can only get louder as awareness increases. 

The IRS cannot continue to revise its regulations. However much they improve 
with every effort, confusion spreads. This requirement cannot be justified on the 
basis of the information now available. It may never be justifiable even after the 
analysis I have mentioned. The contemporaneous record keeping is onerous. Re 
is the only logical and equitable course of action. 


Chairman RosTENKOwsEI. Thank you. 
Congressman Valentine; welcome to the committee, Tim. 


STATEMENT OF HON. TIM VALENTINE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. VALENTINE. Mr. Chairman I do appreciate this opportunity 
to express myself on this matter. I appreciate particularly the op- 
portunity to appear before you today and comment on this contem- 
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poraneous recordkeeping requirement and the effect it will have on 
many businesses and individuals. I join, Mr. Chairman, with my 
colleagues who have lat a similar interest in requesting an 
immediate repeal of what has become a burdensome and costly 
task for my constituents and other taxpayers across the country. I 
introduced H.R. 614 on January 22, 1985 calling for a repeal of the 
provisions of the 1984 Tax Reform Act relating to the maintenance 
of the contemporaneous. records with res to the business use of 
certain property. I have received literally hundreds of letters and 
telephone calls from my constituents. The objections about the bur- 
dens of recordkeeping are not limited to small groups of people 
who may have abused the Tax Code previously, but are, in my 
opinion, from a large cross section of American taxpayers. 

Our aim should be to simplify the Tax Code and to make compli- 
ance less costly for small businesses and farmers. Yet this provi- 
sion places the greatest burden on this group and will require 
many of them to add new personnel to keep these records. Farm- 
ers, Mr. Chairman, who employ unskilled labor will be particularly 
burdened. Many of these employees drive pickup trucks associated 
with farming operations. Yet many of them are not able to keep 
the required records adequately. 

If this provision is permitted to stand, I believe a loss of valuable 
gas eel will occur as a result of this provision of the law. It 

been conservatively estimated in testimony before the Small 

Business Committee that the cost to the consumer is at least $7 bil- 

lion. That is an incredible price to pay for a Deen Meare gain 

in revenue of slightly more than $100 million for the Treasury De- 
t 


ent. 

I understand the Internal Revenue Service has modified the reg- 
ulations. The new ations provide a number of alternatives and 
modifications to the law’s requirements. For example, logs are not 
required for vehicles used exclusively for business purposes or vehi- 
cles not used for personal pu other than commuting. This 
would clarify the use of a utility company truck equipped with 
tools necessary to respond to a power emergency or the elimination 
of a significant expense of an employer of the need to provide secu- 
rity for, or to garage a vehicle, which, if left unattended, is suscep- 
tible to vandalism if parked in a company site. 

Although clear improvements have been made in the recordkeep- 
ing requirement, the new regulations continue to present employ- 
ers with a formidable administrative task in complying with the 
complex and arbitrary rules which clearly result in some unfair 
tax consequences to employers. 

In order to address that specific situation, I have also introduced 
H.R. 1285, which amends section 132(a) subparagraph 3 of the In- 
ternal Revenue Code to add to the list of these entities already ex- 
cluded, law enforcement, rescue and fire vehicle drivers. 

Police, for example, are never truly off duty. They are subject to 
call 24 hours a day. When they are called to duty, they are re- 

uired to carry out the responsibilities in vehicles equipped for that 

uty. In addition, many police officers conduct official business 
even when they are not formally at work. They serve process 
papers, assist stranded motorists, and even risk their lives in 
sudden emergency occurrences. 
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We take the position that it is unfair for the Internal Revenue 
Service to define these situations as to | inert an income tax burden 
on these people and interfere with the discharge of their duties and 
responsibilities. I believe there are more reasonable alternatives, 
Mr. Chairman, expressed in the testimony and the legislation 
which I have introduced and that which has been presented by my 


colleagues, and I yon with my colleagues in urging the committee 
to act expeditiously on this issue to end the confusion which exists 
among man ple, trying to comply with regulations which have 
n revi om their inception. The crime in this case does not 
fit the punishment and I strongly urge the repeal of this provision. 
Thank you, Mr. Chairman. 
[The prepared statement follows:] 


STATEMENT oF Hon. Tm VALENTINE, A REPRESENTATIVE IN CONGRESS FROM THE 
State or NortH CAROLINA 


Mr. Chairman and members of the Committee, I appreciate the opportunity to 
appear before you pager and comment on the “contemporaneous recordkeeping re- 
quirement” and the effect it will have on many businesses and individuals. I join 
with my colleagues who have expressed a similar interest in requesting an immedi- 
ate repeal of what has become a burdensome and costly task for my constituents 
and other taxpayers across the country. Joining with my colleagues, I introduced 
H.R. 614 on January 22, 1985 calling for a re of the provisions of the 1984 Tax 
Reform Act relating to the maintenance of the contemporaneous records with re- 
spect to the business use of certain property. 

Mr. Chairman, I have received hun of letters and telephone calls from con- 
stituents of the Second Congressional District. The sere about the burdens of 
the readeo gs om, simply are not limited to the small groups of people who may 
have abused the tax code previously, but are from a large cross-section of the Amer- 
ican taxpayer. 

Our aim should be to simplify the Tax Code and to make compliance less costly 
for small businesses and farmers. Yet this provision places the greatest burden on 
this group and will require many of them to add new personnel to keep these 
records. Farmers who employ unskilled labor will be age pgd burdened. Many of 
these employees drive B sparen: trucks associated with the farming operations; yet 
many of them are not able to keep the required records adequately. 

If this provision is permitted to stand, I certainly believe a loes of valuable pro- 
ductivity will occur as a result of this onerous provision of the law. It has been con- 
servatively estimated that the cost to the consumer is at least $7 billion. That is an 
incredible price to pay for a relatively small gain in revenue of slightly more than 
$100 million for the Treasury Department. 

I understand the Internal Revenue Service has modified the regulations. The new 
regulations provide a number of alternatives and modifications to the log require- 
ment. For example, logs are not required for vehicles used exclusively for business 
purposes or vehicles not used for personal pu other than commuting. This 
would clarify the use of a utility company truck equipped with tools necessary to 
respond to a power emergency or the elimination of a significant expense for the 
employer because of the need to provide security for, or to garage the vehicle, 
which, left unattended, would be susceptible to vandalism in the case it is parked 
overnight on a company site. 

Although clear improvements have been made in the sh sears pn requirement, 
the new regulations continue to present employers with a formidable administrative 
task in applying the exceptionally complex and aie rules which clearly result 
in at least some unfair tax consequences to employers. In addition, the new regula- 
tions continue to require employers to increase an employees’ wages for tax pur- 
poses when the employee takes a vehicle home in the evening for security p 
or to respond to a . A prime example of this is the treatment of the use of law 
enforcement, rescue and fire vehicles. 

In order to address that specific situation, I have also introduced legislation, H.R. 
1285, which amends section 132(aX3) of the Internal Revenue Code to add to the list 
of those entities already excluded law enforcement, rescue and fire vehicle drivers. 

For purposes of “taxing fringe benefits,” the IRS would compute the value of such 
vehicles to be $4.00 day and the employees would be required to pay income tax on 
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this amount. This would increase taxable income by some $1,040.00 per year for 
public service employees. 
Policemen, for example, are never truly off duty. They are subject to call twenty- 
four hours a day. When they are called to ny they are sequined to carry out their 
nsibilities in vehicles equipped for that duty. In addition, many police officers 
conduct official business even when they are not formally at work. They serve proc- 
papers, assist stranded motorists, and even risk their lives in sudden emergency 


occurrences. 

It is unfair for the IRS to define these situations as appropriate to fringe benefit 
taxation. It is unfair to tax our police and emergency personnel for using, or being 
prepared to use, a vehicle required for their duty. 

Mr. Chairman, I believe a more reasonable approach, such as that in existence 

rior to enactment of the Tax Reform Act, should be made to apply across the 
hoard, treating taxpayers equitably. Such a standard should allow for the use of 

reason, and not force taxpayers into a icular method documenting deductions, 
such as the requirement specified in the regulations. 

A yer should not be denied a legitimate deduction for a business expense 
merely for failing to fill out a log if the expenditure can be proven to be for business 
by other means. If a taxpayer does not have the records and believes he is entitled 
to the deduction, the regulations in effect might encourage him to do somethi 
bie . might later regret. I do not believe we should assist in encouraging this kin 
Oo vior. ; 

I join with my colleagues in urging the Committee to act expeditiously on this 
issue to end the confusion which exists among many people trying to comply with 
regulations which have been revised from their inception. The crime in this case 
does not fit the punishment and I strongly urge a repeal of this provision. 

Thank you Mr. Chairman. 


Chairman RostrenkowskI. Are there any questions? If not, thank 
you very much. 
Congressman Slaughter, welcome to the committee. 


STATEMENT OF HON. D. FRENCH SLAUGHTER, JR., A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. SLAUGHTER. I am pleased to appear before this committee 
today in support of H.R. 600, the Taxpayer Relief Act of 1985. This 
bill would simply repeal the onerous provision in question—section 
179%(b) of the Tax Reform Act of 1984—and return us to the more 
practical documentation procedures accepted by the IRS before this 
section was enacted; that is, “reasonable reconstruction of expendi- 
tures.” : 

This contemporaneous recordkeeping requirement is extremely 
burdensome and irritating to the taxpayer. It is typical of the kind 
of provision that should not be in our laws. It will cause substantial 
increases in taxpayer paperwork costs. It will not raise any addi- 
tional revenue, as tax evaders who fraudulently reported business 
expenses in the past could certainly doctor their contemporaneous 
records now. 

In response to public dissatisfaction, the IRS has modified this 
provision to some extent. These modifications only add to the com- 
plexity and confusion of the requirements. In some cases, these 
modifications would allow more deductions than should actually be 
allowable; in other cases, the deduction is less than it should be. 
The IRS-mandated farming and business percentages for deduc- 
tions are arbitrary. 

Complications in the Tax Code such as the ones provided by sec- 
tion 179(b) lessen the public respect for the law. Our tax system is 
based on voluntary compliance; voluntary compliance is essential 
for our Tax Code to work in a fair and evenhanded manner. This 
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provision severely threatens voluntary compliance among our Na- 
tion’s taxpayers, which is already being weakened due to the in- 
credible complexity of our income tax laws. 

The contemporaneous recordkeeping provision is a forceful exam- 
ple = the complex and burdensome aspects of our income Tax 


We should be moving toward simplicity, not complexity. The 
American people want a Tax Code that is fairer, simpler, and more 
efficient in the collection of revenues due the Government than our 
present law. 

The passage of H.R. 600 by this Congress is very important to 
avoid a further descent into a morass of useless, costly, and compli- 
cated paperwork. 

Thank you, Mr. Chairman. 

Chairman RosTtENKOwSsKI. Thank you. Are there any questions? 
If not, thank you very much. 

The Chair calls Congressman Glenn English. 

Welcome to the committee, Glenn. We are ready to receive your 
statement. 


STATEMENT OF HON. GLENN ENGLISH, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OKLAHOMA 


Mr. ENGLISH. Mr. Chairman and members of the committee, I 
am happy to appear before you on behalf of the taxpayers in Okla- 
homa’s Sixth Congressional District who currently face an ex- 
tremely threatening Internal Revenue Service requirement. 

The contemporaneous recordkeeping requirement, more common- 
ly called the vehicle logging rule, has fallen like axed timber onto 
American taxpayers. Despite efforts to modify the initial logging 
requirements, the IRS is basically requiring that certain taxpayers 
hand over a detailed list of how they spend their day in order to 

qualify for certain tax benefits on depreciation of their business use 
of automobiles. The requirement is a serious threat to privacy and 
clearly contradicts efforts to simplify tax provisions and efforts to 
_reduce paperwork. The recont modifications only add to the chaos 
and confusion without remedying the problem. During the past 
weeks, I have heard from hundreds of constituents who oppose 
these provisions and who continue to support their repeal even 
after the issuance of the modifications. 

Businessmen and farmers simply have better ways to spend their 
time than filling out trip log books to be tabulated at a later time. 
The modifications now require these folks to spend even more time 
studying the “if, and/or buts’ clauses in the rules to decide just 
what kind of recordkeeping requirements they qualify for. I am 
hearing of cases where folks are sacrificing the tax reduction to 
which they are entitled just so they will not have to keep the 
record. I am afraid the modifications will result in even more folks 
throwing up their hands and losing out on something they could 
otherwise qualify for. I do not feel this was the intent of the law, 
and I do not feel this is fair. Many, if not most, of these business 
people and farmers do not hire fulltime accountants to help a 
keep these kinds of records. 
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I have been told, Mr. Chairman, that even rural letter carriers 
must comply even though they drive the same routes every day. 

I voted against the passage of this provision, and I feel the best 
solution now is to repeal the measure before further damage is 
done. I stand firm in my continued support for legislation which I 
introduced to repeal the measure. Despite recently announced 
modifications, the logging requirement only confuses taxpayers and 
makes tax simplification an even more distant goal. Consequently, 
I continue to support complete repeal of the logging rule provision. 
I urge you and committee members to act as quickly as possible to 
report repeal legislation to the House floor. 

you, Mr. Chairman. 
RostENKOWSKI. Thank you, Congressman English. 

Are there any questions? If not, we thank you. 

The Chair calls Congressman Hubbard. We are ready to receive 
your testimony. Welcome to the committee. 


STATEMENT OF HON. CARROLL HUBBARD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF KENTUCKY 


Mr. HUBBARD. Thank you, Mr. Chairman and members of the 
committee. It is indeed an opportunity to appear before you and 
participate in your hearings on the U.S. Treasury Department’s re- 
vised temporary and proposed regulations relating to the record- 
keeping requirements for automobiles and certain other property. 

Mr. Chairman, I personally have received more mail on this 
issue than any other i issue since I have been in Congress these 10 
years and 2 months with perhaps the common situs picketing legis- 
lation and the 10-percent income being withheld by the bank auto- 
matically. This would definitely be one of the top three issues since 
I have been in Congress for prompting protests from the constitu- 
ents back home. 

I represent the First Congressional District of Kentucky, and my 
district includes 24 counties comprised of business people, farmers, 
and others. Mr. Chairman, the outcries I have heard from my con- 
stituents about these burdensome, unfair, and unnecessary regula- 
tions have been loud, numerous, and vehement. Indeed, I hear on a 
daily basis by letter and phone calls from the many persons who 
believe the regulations are totally unfair and are a complete intru- 
sion of the Federal Government upon a working individual. 

I agree with the constituents who have contacted me. In fact, I 
am an original cosponsor of legislation, H.R. 600, the Tax Relief 
Act of 1985, to repeal the contemporaneous recordkeeping require- 
ment and certain other recently enacted provisions of the Internal 
Revenue Code of 1954. I am also a cosponsor of another measure, 
H.R. 535, to exempt agricultural vehicles from these unnecessary 
regulations. 

The questions most asked of me by my constituents include the 
following: “How can I keep a record of how far I have gone on my 
tractor—my business vehicle—when the tractor doesn’t even have 
an odometer or mechanism by which to measure the distance?” Or, 
“How can a business afford to hire the additional people that will 
be necessary to record and log the mountains of records that are 
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needed by these Internal Revenue Service regulations?” Or, ‘How 
on Earth did Congress pass such a law?” 

On February 20, 1985, the Internal Revenue Service issued tem- 
porary and proposed regulations modifying its October 24, 1984, re- 
quirements to keep adequate contemporaneous records for automo- 
biles and certain other vehicles, including farm vehicles, vehicles 
used for no personal use, certain business vehicles used for only 
commuting, and certain vehicles used in sales and service. 

As a Member of Congress who voted “No” on legislation passed 
in the last Congress, for a variety of reasons, I find that I do not 
have the answers to the questions asked by my constituents about 
how Congress has passed this law. Furthermore, I have no answer 
to the latest question asked me by one of the sheriffs in the First 
Congressional District, namely, about how to relate the new rules 
to special-use vehicles when an officer of the law is off duty, has 
his police car at his home, and is requested to respond immediately 
to an emergency call. 

Mr. Chairman, already over half of the Members of Congress 
have cosponsored repeal legislation. And, although there has been 
a great outpouring of protest from those who have heard of the reg- 
ulations, many millions of Americans are totally ignorant of them. 
They will be irate in 1986 when they file their 1985 income tax re- 
turns and are penalized by the Internal Revenue Service for failure 
to produce these mountains of paper records. 

Ithough I agree that there must be a proper balance between 
bookkeeping burdens imposed upon taxpayers and the need to 
insure that any deductions or credits which are claimed by a tax- 
payer are legitimate, I urge you to find the proper balance. 

nfortunately, unless the proper balance is found, the productiv- 
ity of our Nation will suffer serious setbacks. Indeed, the people of 
western Kentucky urge you to dispose of the regulations according- 
ly and allow them to return to their jobs—whether in the fields, 
- cities, or points in between—and let them continue to be produc- 
tive members of their communities, not merely keepers of records. 
The people who have complained to me are not crooks, Mr. Chair- 
man; rather, they are law-abiding individuals who are begging the 
Federal Government to let them get on with their jobs and their 
lives, while agreeing to pay their fair share of taxes. 

Thank you for. your attention and assistance relative to this criti- 
cal issue that is facing America and western Kentucky. 

Chairman RosteNKowskI. Thank you, Congressman. 

Are there any questions? If not, we thank you. 

The Chair calls Congressman Ron Marlenee. Welcome to the 
committee. 


STATEMENT OF HON. RON MARLENEE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MONTANA 


Mr. MARLENEE. Thank you for holding these hearings. 

Mr. Chairman, we have ourselves a lemon. The longer we try to 
repair this lemon, the more it is going to cost us. It is going to cost 
us credibility and the cost of resentment, the cost of complying, the 
cost of taxpayer revolt. What we have is really and truly a lemon. I 
don’t know whose devious mind came up with this incredible night- 
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mare, but you can bet if they were in my employment or on my 
staff, he would be looking for a new job. Compared to the sugges- 
tions of some of my constituents out there in Montana that, indeed, 
would be lenient treatment. 

Since the first of the year I have been contacted by hundreds of 
Montanans urging Congress to repeal these senseless regulations. 
When the IRS wrote these rules they followed their usual practice 
of writing regulations that would make the Gestapo proud—assume 
everyone is guilty and force them to prove their innocence. These 

tions represent a massive invasion of privacy. 

The IRS has no right to know where you go or what you do or 
who you see or who you go there to be with. In typical IRS fashion, 
they designed regulations that are far more heinous of the taxpay- 
er than the tax laws. If these laws were not such an abuse of 
power, they would be comical. If someone had told any of us here 
today that the IRS would require the people of this Nation to keep 
a diary of every trip that they make, every place they visited and 
the reason for those trips, we would have said in the days of old 
they were crazier than a bedbug. Yet, that is exactly what these 
discussions here today are all about. 

When these rules were made public, the people of Montana im- 
mediately demanded relief, and I introduced H.R. 750 to repeal 
those sections of the Deficit Reduction Act establishing these rules. 
The IRS yielded to the pressure of Congress and the American 

people by rewriting the regulation. We still have a lemon and they 

can t make right out of a wrong. Now, we have a set of rules that 
still do not address the original problem yet remain a paperwork 
burden to those who legitimately deserve to deduct full expenses 
associated with the business use of their vehicles. 

Under the new rules those who were abusing the tax laws by de- 
ducting 100 percent of their vehicle costs, when they should have 
been deducting maybe 20 or 30 percent, now have a “safe harbor;” 
they may deduct up to 80 percent without any kind of substantia- 
tion whatsoever. What about the poor person who should be able to 
legitimately write off 100 percent of his expenses? He is the one 
who gets caught with having to keep mountainous records and still 
has to keep a daily diary of his business use of his vehicles. 

Under these revised rules employees are still taxed for vehicles 
‘ provided to them by their employers as part of their wage/benefit 
package, and employees are required to use company vehicles for 
commuting are punished with higher taxes. 

I am particularly concerned about our policemen; highway pa- 
trolmen, and other emergency personnel. These people are being 
penalized for a job which, sadly, is all too often unappreciated. 

Mr. Chairman, I ask unanimous consent to submit the rest of my 
statement for the record. 

an RosTENKOWSKI. Without ahjection: it is so ordered. 
[The prepared statement and attachments follow:] 


STATEMENT OF Hon. RoN MARLENEE, A REPRESENTATIVE IN CONGRESS FROM THE 
STaTE OF MONTANA 


Mr. Chairman, I want to thank you and the other members of the House Ways 
and Means Committee for holding this hearing on the so-called “log book” reco 
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a in uirements that were added to the Internal Revenue Code in the Deficit 
uction Act of 1984. 

We've got ourselves a lemon—the longer we repair it, the more it is going to cost 
us: the cost of credibility, the cost of resentment, the cost of enforcing compliance, 
and the cost of a taxpayer revolt. 

I don’t know whose devious mind came up with this incredible | pap bette night- 
mare, but you can be sure that if they were on my staff, they would be looking for a 
new ad Compared to the suggestions of some of my constituents, receiving a dismis- 
sal slip would be quite merciful. : 

Since the beginning of the year, I have been contacted by hundreds and hundreds 
of Montanans demanding that Congress repeal these senseless, ridiculous regula- 
tions. 

When the IRS wrote the rules to go along with this law, they followed their usual 
abeday of writing regulations that would make the Gestapo proud: assume every- 

is guilty and then force them to prove their innocence. 
ese regulations represent a massive invasion of privacy. The IRS has no right 
to know what you do, who you see, where you go and who you go there with! 

In typical fashion, they designed regulations whose abuse of the taxpayer is 
far more heinous than the abuse of the tax law. 

You know, if these rules weren’t such an abuse of power, they would be comical. 
If someone had told any of us here today that the IRS would require the people of 
this nation to keep a diary of set trip they made, every place they visited, and the 
reasons for those trips, we would have said they were crazy. Yet that is exactly 
what we are discussing today. 

When these rules were made public, the ed ed of Montana by the hundreds im- 
mediately demanded relief and I introduced H.R. 750 to repeal those sections of the 
Deficit Reduction Act establishing these rules. 

The IRS yielded to the pressure from Congress and the American people by re- 
writing the regulations. Now we have a set of rules that still don’t address the origi- 
nal problem, yet remain a paperwork burden to those who legitimately deserve to 
deduct full expenses associated with the business use of their vehicles! 

Under the new rules, those who were abusing the tax laws by deducting 100 per 
cent of their vehicle costs when they should have been deducting maybe 20 to 30 per 
cent, now have a “safe harbor”; they may deduct up to 80 per cent without any kind 
of substantiation whatsoever. 

And what about the peor person who should be able to legitimately write off 100 
per cent of his expenses? He is the one who gets stuck with keeping mountains of 
records and still has to keep a daily diary of the business use of his vehicles. 

Under these revised rules, employees are still taxed for vehicles provided to them 
by their employers as part of their wage/benefit packages, and employees required 
to use company vehicles for commuting are similarly punished with higher taxes. 

I am capecially concerned about our mail carriers, policemen, highway teehee 
and other emergency personnel. These people are being penalized for doing a job 
. which—sadly—is all to often unappreciated anyway. Now their government wants 
take more from their paycheck for the privilege of taking their work home with 
them. 

There have been a number of bills introduced to re the recordkeeping por- 
tions of the new law, but my bill also repeals the ed “luxury vehicle” provi- 
sions, as well. | 

Farmers, ranchers and businesses that purchase vehicles priced above $16,000 are 
arbitrarily disallowed the normal, three-year accelerated cost recovery available to 
virtually everyone else. This is an unfair, totally arbitr rule which says that 
every vehicle above $16,000 is “luxurious”, while vehicles below that price aren’t. 

I'm not arguing that the taxpayers should indirectly pay for the purchases of 
Rolls Royces, Mercedes and other extremely expensive cars, I just think this is a 
ridiculous way to legislate. There must be a more reasonable approach to federal 


tax policy. 

I Son’t think anyone questions the fact that the tax laws with respect to writing 
off certain business expenses have been abused. The question all of us should be 
asking is whether or not these rules appropriately address the problem. Clearly, the 
answer is an emphatic “No!”’. 

Congress has passed legislation forcing everybody—farmers, ranchers, and busi- 
nesspeople—to embark on a massive recordkeeping nightmare. This is equivalent to 
i a B-52 bomber to swat a fly, and I am proud to say that I voted against this 

islation. | 
. Chairman, this charade has gone on long enough. We’ve got a lemon, and we 
shouldn’t try to fix it. | 
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American farmers, ranchers, and businesspeople have suffered for too long. These 
rules don’t address the problem; they are an attack on innocent, hard-working tax- 
payers; they are an invasion of privacy that only the IRS could invent. I urge this 
Committee to adopt my legislation, H.R. 750, to completely repeal these regulations. 

Mr. Chairman, I have attached several letters from the people of Montana to my 
testimony, and I ask that they be included with my remarks. 


MONTANA SESSION Laws 1985—HouseE Joint RESOLUTION No. 17 


A Joint Resolution of the Senate and the House of Representatives of the State of 
Montana urging repeal of the provisions of the 1984 Tax Reform Act and Internal 
sda Service regulations requiring mileage and use records for business vehi- 
cles. 


Whereas, the 1984 Tax Reform Act and recent IRS regulations implementing the 
act require records to be kept for ‘each business use” of a vehicle, which must show 
date, mileage, destination, driver, and purpose; and 

Whereas, a business failing to keep proper records is subject not only to loss of 
investment credit and deductions for depreciation, fuel, insurance, repairs, and 
other expenses, but also is subject to an automatic 5% negligence penalty; and 

Whereas, because the law further requires that a person who employs a profes- 
sional tax preparer must certify that he has kept the proper vehicle log for each 
vehicle for which credits or deductions are claimed, the person may also be subject 
to civil and criminal penalties for fraud and false swearing if the IRS later deter- 
mines that such records were not kept, or were not kept properly; and 

Whereas, in many situations it is technically necessary but practically impossible 
to ensure that employees maintain the proper records for vehicles they use; and 

Whereas, most agricultural businesses have many vehicles used primarily for par- 
ticular purposes, such as fuel transportation, livestock feeding, chemical application, 
etc., each of which would require separate logs if they are capable of being used for 
any other personal use; and 

ereas, for a farmer or rancher to record the date, mileage, destination, driver, 
and purpose for each trip to a field, each trip checking or feeding livestock, each 
trip along a fenceline, or each trip for machinery repairs is unduly burdensome and 
in many cases impossible; and 

Whereas, many farmers and ranchers, being independent, may ie oe refuse to 
keep the records and will lose valuable credits and deductions merely for refusal to 
keep such records. 

ow, therefore, be it resolved by the Senate and the House of Representatives of 
the State of Montana: That Congress and the IRS are urgently requested to repeal 
the provisions of the 1984 Tax Reform Act and the implementing IRS regulations 
ae records for mileage and use for business vehicles. 
it further reselved, that a copy of this resolution be sent by the Secretary of 
State to each member of Montana’s Congressional delegation. 


BELT, MT, January 14, 1984. 


Ron MARLENEE, 
Washington, DC. 


Dear Ron: As a Montana rancher, I urge hee to do all in your power to repeal 
the I.R.S. regulation which require extensive kkeeping in recording mileages on 
farm and ranch vehicles. This proposed Reg. is not only very impractical and expen- 
sive, both for us, and the Bureaucrats who enforce it, in many cases it would be 
practically unworkable: 

According to the booklet we received, ‘‘A single entry in the log is required for 
each trip including local transportation.”’ Just imagine how impractical this would 
be on a ranch: For example we use our Jeep to haul in baby calves, haul salt, fix 
poee pull a manure spreader, etc. during the calving season. Just part of a proba- 

e day. 


Date and destintation—pu of tri = 
a rpose of trip Pearl SO 
Begin End 


February 10: Barn to heifer pen, picked up calf and return to Dart... sssssessssssssessssseeesssneecssees 29930 29930.4 
February 10: Barn to old cows, picked up two calves and returned to Barmy... ssssssseessssseseseee 29930.4 29930.9 
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Date and destintation—purpose of trip ee... 

Begin tnd 
February 10: Barn to East Pasture to putt out salt and mineral DOCKS ......c.ocssssceusesseseesssesnesn - 299909 299319 
Febreary 10: Barn to corral to fix Broken pham.........occsccscessesessssssnsesenessmessemssesnnessnssseussseessee . 299319  29932.1 
February 10: Barn to back road to fix broken wires and return 00 Darm.........csssossssccsssssussesussoesseut 29932.1 29934 


All for 4 Miles!!!! 

Sound a little ridiculous?? No, very ridiculous!! 

Please help Mes us of this unnecessary and burdensome regulation. 
Thank You, 


CONSTRUCTION Co., 
Great Falls, MT, January 21, 1985. 
Re 1984 Tax Reform Act. 
Representative RON MARLENEE, 
U.S. House of Representatives, 
Washington, DC. 

Drarn CONGRESSMAN MARLENEE: We are writing this letter to exprees our concern 
on the Tax Reform Act of 1984 that created special rules for retaining the tax bene- 
fits of company vehicle ownership and collecting taxes on the personal use of com- 
pany vehicles by employees. 

e certainly understand there has been flagrant use of company vehicle use for 
personal business and pleasure in regard to a fair tax owed to the government for 
this personal use of vehicles. But we certainly feel there must be a better method of 
collecting this tax without the numerous record keeping requirements imposed on 
companies our size in the construction industry. 

We have vehicles that are never used for personal use that we are now required 
to record mileage. We have vehicles taken home by employees to prevent theft or 
vandalism; we have vehicles used by employees on call who go to and from jobsites 
from their residences; we have vehicles used to Peboigs employees to jobsites when 
required by the nature and location of the project. We feel that vehicle use as per 
the above examples should not be subject to the record keeping requirements. 

We understand Congress has decided to take another look at this bill within the 
very near future. We certainly hope and recommend you request the imput of the 
Associated General Contractors of America, Associated Building Contractors of 
America and other regional contractors associations to a better approach to their 
record keeping requirements. 

Very truly yours, 


President. 
Chief Executive Officer. 
Senior Vice President. 











JANUARY 21, 1985. 


Dear Sim: I am writing you to bring your attention to the recent change in the 
law that affects the reporting requirements of any person using a car or truck for 
the business they are engaged in. The “IRS” has put my accountant in an adversary 
position. The vehicle log books he tells me are required to claim any portion of the 
expenses I experience are absurd. The justification of each and every mile by docu- 
menting who I talk with, and where I stopped each time during the course of a days 
business is ridiculous. I seek justice in these additional forms of government har- 
rassment by telling you how I feel. The log book will only serve the purpose of in- 
timidation, by - ing the accountant sign that he personally saw such a record 
when he computes my taxes. It does not prevent “creative writing’ done by those 
who would avoid legitimate taxation. I feel as though my government is putting 
forth a “Big Brother” approach to curb the abuses of a very small group, at the 
expense of everyone who drives a business vehicle. Does it make sense to require a 
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farmer to log every mile driven around his field while feeding his livestock? I dare 
say the requirement is childish and even ludicrous in its intent. 

Please hear my plea for a change in this new requirement. I feel the small busi- 
ness operator will be unfairly treated by implementation of this new law. Not one 
person I have spoken with about this law can find any equity in its intent. Those of 
us who must comply, or be denied this important expense deduction to survive in 
business, are upset and outraged by this intrusion by our government. 

Respectfully, 


Chairman RosTENKOWSKI. Thank you. 
The Chair calls Congressman Tom Loeffler. 
Welcome to the committee Tom. 


STATEMENT OF HON. TOM LOEFFLER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. LOEFFLER. Thank you, Mr. Chairman, and members of the 
committee. 

Clearly, Congress struck a raw nerve in the imposition of the 
auto log book requirement. This is an example of how changing a 
few words in the Tax Code can spawn a regulatory nightmare. 
Public faith in this institution is eroded, respect for and compliance 
with the law is undermined, and businesses and individuals across 
the country have been forced to spend countless unproductive 
hours trying to understand, interpret, and comply with these new 
requirements. 

I know, Mr. Chairman, this committee intends to focus on the 
effect of recent revisions by the IRS to its original temporary and 
proposed rules and on the remaining problems in light of these re- 
visions. I intend to address some of these problems later in my tes- 
timony. However, I must strongly assert that we gain nothing by 
trying to make the best of a bad situation when we have the ability 
to resolve the matter quickly and satisfactorily by repealing the 
adequate contemporaneous record requirement and returning to 
prior law provisions. 

Despite the recent modifications made by the IRS significant pa- 
perwork requirements remain whose costs are likely to exceed the 
relatively minuscule additional revenues of $150 million which the 
J ee on Taxation estimates this provision will produce 
in ; 

In testimony before the House Small Business Committee earlier 
this month, the National Federation of Independent Business made 
a conservative estimate that each firm subject to this rule would 
incur $1,000 in increased annual costs for both lost hours of produc- 
tivity and accounting fees. At best, recognizing that the IRS was 
considering modifications, NFIB estimated that 3 million business- 
es would be subject to the new rules, resulting in $3 billion of 
wasted money. 

The revised regulations create additional complexities and ambi- 
guities as well as injecting the issue of discriminatory and inequita- 
ble application of the law for different groups of taxpayers. More- 
over, the revised regulations raise troublesome issues regarding 
definitional ambiguities, safe-harbor thresholds, and administrative 
procedures which pose continuing difficulties for responsible tax- 
payer compliance. These ambiguities and uncertainties are most 
disturbing in view of the fact that taxpayers face automatic negli- 
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gence penalties for errors or insufficient records and a misinterpre- 
tation of the new rules could subject a first-time offender to a sub- 
stantial criminal penalty. 

Mr. Chairman and members of the committee, I would like to 
pit paanse briefly on just a few of the problems in the revised regu- 
ations. 

No. 1, a special rule providing alternatives to the contemporane- 
ous record rule is provided for business vehicles which, in order to 
qualify, must be used by an employee during most of the normal 
business day to make several stops in connection with the employ- 
ers business. This language is sufficiently vague to. present serious 
problems of interpretation. 

No. 2, various safe harbor provisions are provided to those group 
of taxpayers who may conveniently fit within a broad category 
amenable to such classification. Nevertheless, this approach ex- 
cludes other individuals with equally compelling situations and 
raises the issues of discrimination and equity. 

No. 3, even within the safe harbor designations, legitimate prob- 
lems exist. For example, in the case of salespersons, the Chamber 
of Commerce has estimated that actual business use may be closer 
to 90 percent than the 70 percent safe harbor provided in the regu- 
lations. The salesperson would be required either to pay taxes on 
the remaining 30 percent attributed to personal use, or to keep 
records of personal use. Thus, with paperwork requirements lifted 
only at the expense of legitimate deductions, it is likely that a sig- 
nificant additional paperwork regime will still result. In addition, 
other taxpayers, including farmers and ranchers, who might other- 
wise be eligible for a safe harbor provision, but who use their vehi- 
cles for business in excess of the 70 or 80 percent safe harbor, will 
still be required to keep records to claim additional deductions. 

There are additional problems with respect to the safe harbor 
provisions aimed at farmers and ranchers. There is no provision 
addressing the case of the farmer or rancher who meets the eligi- 
bility requirement of at least 70 percent of gross income from farm- 
ing and ranching at the beginning of the year, but who, through 
unforeseen circumstances, may not meet that test at year’s end. If 
the taxpayer in this situation had not kept the contemporaneous 
records he would be faced with the loss of legitimate deductions. 
This situation could arise if the taxpayer encountered economic dif- 
ficulties during the year which forced him to seek outside employ- 
ment or, in certain other instances, if the spouse of the farmer or 
rancher. have income from an outside job. . 

Mr. Chairman and members of the committee, obviously you 
cannot make a silk purse from a sow’s ear. 

Mr. Chairman, I ask unanimous consent that my entire state- 
ment be placed in the record. 

Chairman RosTeNKOWSKI. Without objection, your entire state- 
ment will be placed in the record. 

[The prepared statement follows:] 


STATEMENT OF Hon. Tom LOEFFLER, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF 


Mr. Chairman, Members of the Committee, I appreciate the opportunity you have 
afforded me and the other witnesses to comment on the contemporaneous record- 
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keeping requirement contained in the 1984 Tax Reform Act relating to substantia- 
tion of business deductions for certain property, sieht motor vehicles. 

The so-called “auto logbook requirement” and the su uent Internal Revenue 
Service regulations have elicited an overwhelming groundswell of public outrage 
and protest. Clearly, Congress has struck a raw nerve in the American taxpayer. 

There has been a growing recognition by Members of Congresss that an obscure 
provision in last year's tax bill, which received little attention and no public hearing 
or debate, has fueled a massive taxpayer revolt. This is an example of how c 
a few words i in the tax code can spawn a regulatory nightmare. Public faith in this 
institution is eroded, res for an compliance with the law is undermined, and 
businesses and individ across the country have been forced to spend countless 
poe aaah eh hours trying to understand, interpret and comply with these new re- 
quirem 

I rena ak this Committee intends to focus on the effect of recent revisions by 
the I.R.S. to its original temporary and proposed rules, and on remaining problems 
in light of these revisions. I intend to address some of these problems later in my 
testimony. However, I must strongly assert that we gain nothing by trying to make 
the best of a bad situation when we have the ability to resolve the matter quickly 
and satisfactorily by re the “adequate contemporaneous record” requirement 
and returning to prior law provisions. It is my understanding that it may have been 
a common assumption at the time of consideration of the conference agreement that 
his provision merely clarified or codified current law or practice at that time. How- 
ever, if there were legitimate questions as to the extent of IRS. authority under 
prior law, the Congress has only exacerbated the situation by inserting the “contem- 

poraneous” requirement without further significant explication. Upon receiving this 
pdditional authority which the I.R.S. evidently se Se in order to strengthen its en- 
forcement capabilities, the I.R.S. promulgated regulations which go well beyond the 
bounds of public utility or common sense. 

While the Treasury may have expressed concerns, at the time this legislation was 
considered, regarding nomcompliance with the law by taxpayers who may have ex- 
aggerated claims for deductions and credits, their response to the addition of ‘“‘con- 
temporaneous’’ to the statutory language has been regulatory overkill. 

- Furthermore, the I.R.S. had the authority under prior law to ode adequate 
substantiation to uphold claims for business deductions. This stan could include 

“contemporaneous” records in the case of meals, for example, where such treatment 
is consistent with normal b prectice: However, for other uses, ara | ers were allowed 
to ‘reasonably reconstruct’ their expenses. Nevertheless, the I under prior law 
did have the authority to demand adequate records. If we repeal the “contempora- 
neous’ requirement, they will still have that authority. I strongly suggest that any 
benefits expected to accrue from the application of these new requirements to a 
broad cross-section of honest American taxpayers who have not intent to defraud 
the government will be overwhelmed by the negative repercussions, both in terms of 
time and money wasted in non-productive activity, and in the sai aa perception 
of the federal aovernment as intrusive, inequitab e and unreasonabl 

Despite recent modifications made by the I.R.S., significant paperwork require- 
ments remain whose costs are likely to greatly exceed the relatively miniscule addi- 
tional revenues of $150 million which the Joint Committee on Taxation estimates 
this provision will produce. 

In testimony before the House Small Business Committee earlier this month, the 
National Federation of Independent Business made a “conservative estimate” that 
each firm subject to this rule would incur $1,000 in increased annual costs for both 
lost hours of productivity and accounting fees. At best, - izing that the I.R.S. 
was considering modifications, NFIB estimated that three million businesses would 
be subject to the new rules, resulting in three billion dollars of wasted money. 

The revised regulations create additional sr a pag) and ambiguities as well as 
injecting the issue of discriminatory and inequitble application of the law for differ- 
ent groups of taxpayers. Moreover, the revised regulations raise troublesorhe issues 

regarding definitional ambiguities, safe harbor thresholds and administrative Naa 
dures which pose continuing difficulties for reasonsible texpayer compliance. These 
ambiguities and uncertainties are most distrubing in view of the fact that taxpayers 
face automatic negligence penalties for errors or insufficient records and a misinter- 
ip aaenae fs the new rules could subject a first time offender to a substantial crimi- 
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provided for business Pyehicles which, in order to qualify, must be used by an em- 
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ployee during “most of a normal business day to make several stops in connection 
with the employer’s business.” This language is sufficiently vague to present serious 
problems of interpretation. 

(2) Various “safe harbor” provisions are provided to those groups of taxpayers 
who may conveniently fit within a broad category amenable to such classification. 
Nevertheless, this approach excludes other individuals with equally compelling situ- 
ations and raises the issues of discrimination and equity. 

(3) Even within the safe harbor designations, legitimate problems exist. For exam- 
ple, in the case of salespersons, the Chamber of Commerce has estimated that actual 

usiness use may be closer to 90% than the 70% safe harbor provided in the regula- 
tions. The salesperson would be required either to pay taxes on the remaining 30% 
attributed to personal use, or to keep records of personal use. Thus with paperwork 
requirements lifted only at the expense of legitimate deductions, it is likely that a 
significant additional paperwork regime will still result. In addition, other taxpay- 
ers, including farmers and ranchers, who might otherwise be eligible for a safe 
harbor provision, but use their vehicles for business in excess of the 70% or 80% 
safe harbor, will still be ie nai to keep records to claim additional deductions. 

There are additional problems with respect to the safe harbor provisions aimed at 
farmers and ranchers. There is no provision addressing the case of the farmer or 
rancher who meets the eligibility requirement of at least 70% of gross income from 
farming or ranching at the beginning of the year, but, through unforeseen circum- 
stances, may not meet that test at year’s end. If the taxpayer in this situation had 
not kept the contemporaneous records he would be faced with the loss of legitimate 
deductions. This situation could arise if the taxpayer encountered economic difficul- 
ties during the year which forced him to seek outside employment. In this case his 
economic difficulties would simply be compounded by the penalties of lost legitimate 
business deductions. 

There are other problems. For example, in my state of Texas, in the ranching in- 
dustry, the average cow herd has less than 50 cows and many cattlemen in this 
herd-size category could not qualify for the 70% definition of gross income from 
farming. Therefore, they would not be eligible for this special rule—this discrimi- 
nates against the small cattle operator. A problem that cuts across all these cases is 
one in which a spouse may contribute more than 30% of the income in a joint 
return based on non-farm or ranch employment. 

(4) Procedures for some anticipated situations are left pending or not addressed. 
For example, if an employer elected a 70% or 80% safe harbor exclusion and imput- 
ed the remaining percentage as income to the employee as required, there is no pro- 
vision for the case of an employee who then keeps records of personal use which 
totals: less than 20% or 30% and indicates higher business use. In the interim, the 
employer would have been including income for tax purposes to that employee 
which would have been overestimated and the employee would have been overtaxed. 
There are no procedures for either the employee to be reimbursed by the federal 
ae aca or for the employer to claim additional business deductions. Comments 

ve been requested by the I.R.S. as to whether both employers and employees 
should be required to elect the same method at the beginning of the year. But this 
simply injects new complexities and questions, as I have outlined above. 

I think it is safe to say that the sh Sparing tig are rife with these kinds of problems 
and unresolved issues and I do not think that they can be satisfactorily addressed 
through more regulation. 

I also have considerable concerns in a related area involving the taxation of cer- 
tain so-called fringe benefits affecting public safety and law enforcement officials. It 
defies logic an good public policy to impute income to police officers and sheriff dep- 
uties who are required to take vehicles home, and in essence be “on call.” If officers 
are forced to travel to a “place of business” to pick up a vehicle before responding to 
a distress call, the public’s safety and the efficiency of our protection agencies will 
be severely impaired. This is icularly critical in rural areas wehre long and 
often remote distances are involved. By no stretch of the imagination can this kind 
of activity be termed a “fringe benefit.” There should be an exemption for use of 
emergency vehicles and I applaud another Member of your Committee, my col- 
] e Beryl Anthony for introducing Wh nay one of which I am a cosponsor, which 
gadresoee this issue. I am hopeful that the Committee will remedy this problem as 
well as the record-keeping matter. 

Quite frankly, I am astounded that the I.R.S. regulations implementing the con- 
temporaneous record rule did not raise alarm bells in the Office of Management and 
Budget which is the official watchdog of the Paperwork Reduction Act and of regu- 
latory impact analyses under Executive Order 12291. We have promised the Ameri- 
can taxpayer fewer paperwork requirements which are burdensome, duplicative or 
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uncost effective, and this year we are heralding tax simplification, yet at the same 
time we are proposing a new paperwork load which is in egregious violation of both 
the letter and the spirit of these initiatives. 

I think our colleague Frank Horton summarized the situation well in his com- 
ments accompanying the Final Report of the Paperwork Commission in 1977 and I 
believe his words are even more compelling today. 

“The theme we heard repeatedly throughout the country is that the vast majority 
of Americans want to obey the law. Most Americans want to cooperate and partici- 
pate in furthering Federal programs and national goals. However, these people are 
frustrated by a government which, in their view, does not trust them.” 

“Many people feel, and the Commission agrees, that a multi-billion dollar wall of 
paperwork has been erected between the government and the people. C8untless re- 
porting and recordkeeping requirements and other heavy-handed investigation and 
monitoring schemes have been instituted based on what we view as a faulty premise 
that people will not obey laws and rules unless they are checked, monitored and 
rechecked.” 

I believe the situation we are in can be summed up by the old adage “You can’t 
make a silk purse from a sow’s ear.” The I.R.S. is not going to produce good regula- 
tions based on this statutory requirement. Problems will continue to haunt us 
unless we simply bow to common sense and good public policy and repeal this provi- 


sion. 

It would be laughable were it not so tragic that we must expend all this effort and 
subject our constituents to all this confusion and expense on a matter which barely 
rates the attention of a footnote. We have thrown honest, hard-working taxpayers 
into a turmoil by this heavy-handed approach in an exercise which simply isn’t 
worth effort. Unfortunately, the most likely fall-out from this episode will be that 
more Americans will simply thumb their nose at the government. 

I think it is in the best interests of this Committee, of the Congress and the integ- 
rity of the tax system, for the Committee to act expeditiously to repeal this provi- 
eh and return us to the relative sanity of prior law. Mr. Chairman, this dog won’t 

unt. 


Chairman RostenKowskI. Thank you. 

Are there any questions of Congressman Loeffler? If not, we 
thank you. 

The Chair calls Congressman Pashayan. Welcome, Congressman, | 
to the committee. | 


STATEMENT OF HON. CHARLES PASHAYAN, JR., A REPRESENTA- | 
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. PasHAYAN. Thank you, Mr. Chairman. This is the first time I 
have appeared before your committee. 

* Chairman RostenkowskI. Your entire statement will be included 
in the record. 

Mr. PASHAYAN. The people in my district are pretty conservative. 
They work hard, they pay their taxes, and I think if they were 
here, they would simply say there is a very famous saying in Wash- 
ington—if it works, do not fix it. Mr. Chairman, this is not going to 
work so let us fix it. : 

(The prepared statement follows:] 


STATEMENT OF HON. CHARLES PASHAYAN, JR., A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF CALIFORNIA 


Mr. Chairman, I am pleased to have this opportunity to testify before the commit- 
tee regarding the Internal Revenue Service’s proposed regulations on contemporane- 
ous recordkeeping for the business use of depreciable property, and to speak in favor 
of H.R. 600, which would repeal the legislation mandating these regulations. The 
legislation, part of the Deficit Reduction Act passed last year, would put unreason- 
able burdens on two major economic groups in my district: agriculture and small 


business. 
Most of the farms in my district have a number of vehicles used daily in routine . 
operations by various workers. To require that a log be filled out every time the key 
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is turned on this equipment is impractical. One farmer told me “the government is 
forcing me to cheat on these records” because i pe them contemporaneously is 
impossible. Many of these vehicles cannot or would not be used for any personal 
business at all. 

The small businessmen in my district complain that this recordkeeping is equall 
unworkable. Salesmen who travel from client to client will end up spending half 
their time filling out logs and maintaining this vast paperwork for the government. 
Though it may appear to be just a small requirement asked of the individual, it is 
important to remember that it is one additional requirement to a myriad of small 
and large regulations that are imposed already by the Federal government on the 
most productive elements of our country. 

When President Reagan came into office he promised to get government off the 
back of the people. The recordkeeping is an example of the bureaucracy acting at 
the direction of Congress, crawling back onto agriculture and small] business. The 
measure stands contrary to the spirit of the Paperwork Reduction Act, which has 
eased the government’s intrusion into the operation of the marketplace. 

I certainly recognize the Treasury Department’s interest in having accurate 
records regarding the depreciation of business property. These regulations encour- 
age the owner of the vehilce either not to bother to depreciate the property or to 
falsify the records if they are not absolutely correct. Since the Internal Revenue 
Service could not possibly examine each set of records, it appears that this is an 
attempt to disco e taxpayers from depreciating their property. In either case the 
property owner 8s suffer, and the government will not collect enough additional 
tax revenue to justify the burden, not to mention the cost of printing the forms and 
conducting a minimum of auditing. 

Mr. Chairman it is time for the Congress not only to repeal this law, but to exam- 
ine the rest of the U.S. Code with r scrutiny to reduce the burdens that it 
places on small business and agviculeure: Inherent in this epErose) is to examine 
pro legislation to eliminate such onerous provisions before they are imposed. 

you. 


Chairman RostenkowskI. Thank you very much. 
The Chair calls Congressman Toby Roth. 


STATEMENT OF HON. TOBY ROTH, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Rotu. Thank you, Mr. Chairman, and members of this 
august committee. Most of the arguments that I was going to make 
have already been made numerous times, so I would ask unani- 
mous consent, Mr. Chairman, that my full statement be placed in 
the record. 

Chairman. RosTteNKOwWSKI. Your entire statement will be included 
in the record. 

Mr. Rotu. I receive from my constituents over 200 letters a day 
on the IRS recordkeeping requirement. 

I have learned, because of the new rule, the average businessman 
spends between 20 minutes and 2 hours to fill out these forms and 
it saps productivity. These costs are ultimately passed on to the 
consumer, so I ask this committee to use its usual good judgment 
and correct obvious oversight that was made in the past. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 


STATEMENT OF Hon. Tosy Rorn, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF 
WISCONSIN 


Mr. Chairman, I appreciate the opportunity to be able to testify before you today. 
On January 21, I introduced H.R. 541, a bill to repeal Section 17%b) of the Tax 
Reform Act of 1984, which forces taxpayers to keep ‘adequate contemporaneous 
records” in order to take ordinary business deductions. 

I am delighted that you have acted promptly to bring out into the open all the 
problems caused by the IRS proposed regulations which require that detailed vehi- 
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cle logs be kept in order for a farmer or a business person to benefit from the lawful 
deduction of the expenses incurred by the business use of a car or truck. 

These regulations stem from a new paperwork requirement that was imposed by 
the Tax Reform Act of 1984. Section 179b) of that Act is an attempt to restrict tax 
avoidance that is based upon the deduction of vehicle expenses, when such expenses 
are not truly related to business use. 

On October 24 of last year, the Internal Revenue Service proposed regulations to 
enforce this record-keeping requirement. Those regulations rquired the taxpayer to 
keep contemporaneous and excessively detailed vehicle logs in order to receive for- 
merly routine deductions. 

In the past several weeks I have interviewed or heard from a large number of 
small businesspeople, farmers and sales representatives who have attempted to 
comply with these new rules. They tell me from firsthand experience how costly 
these rules are. . 

From 200 letters per day from my constituents, I have learned that because of 
these new rules the average businessman may spend from 20 minutes to 2 hours per 
day filling out new forms. They sap his productivity and result in additional costs 
which ultimately are passed on to the consumer. 

At a hearing on this problem held earlier this year by the Small Business Com- 
mittee, witnesses testified that about thirty million vehicles and drivers were affect- 
ed by the October 24th regulations. Business people nationwide will spend at least 7 
billion dollars worth of their valuable time with the net return to the federal gov- 
ernment of an estimated 140 million dollars, a 50 to 1 ratio. 

In reaction to this outpouring of protest, on February 20th, the IRS published 
modified proposed regulations that carve out several exemptions to these record- 
keeping requirements. 

According to the new IRS pro , farm vehicle users may now elect to keep no 
records and treat 80 percent of the vehicle use as business and 20 percent as person- 
al use provided that 70 percent of the farmer’s gross income is from farming. 

Businesses keeping vehicles on the premises during non-business hours and com- 
muters using vehicles only for commuting purposes are also exempt from these 
record keeping requirements. 

dant sales and servicepeople may elect not to keep records and treat 70 per- 
cent of their vehicle use as business and 30 percent as personal use. 

These new regulations merely carve out narrow exceptions to the rule and do 
little to solve the real problem. Even the exemptions created appear to be artificial 
and without any substantial merit. The exemptions are narrowly drawn and are un- 
available for most taxpayers. 

These exemptions simply add further complications and questions and do little to 
relieve the overall problems created by the confusing and complicated recordkeep- 
ing requirements. Entire sectors of affected taxpayers still remain burdened by reg- 
ulations that make little sense in terms of every day business realities or the 
amount of revenue the government might gain from the new regulations. 

Rather than go back and clarify our intent so there is no chance the IRS will mis- 
understand it, a task which is probably impossible, we would be better off restoring 
the pee law. This previous standard applied across the board, treating taxpay- 
ers equally. 

I have heard repeatedly from my constituents that businesspeople and farmers do 
not mind paying their fair share of taxes. But they do strongly object to unjustifi- 
able Federal requirements for thousands of pages of unneeded rwork. 

That is why I have introduced eyesun which would repeal that provision of the 
law. I am sure it is why so many of my colleagues are here to testify van 

A repeal of this law would not relieve taxpayers of reasonable record-keeping re- 
sponsibilities. Taxpayers would still be required to maintain “adequate” records or 
Stace corroborating evidence” to document claimed deductions, just as they did 

ore. 

In an attempt to reduce the deficit, oe has sought various ways to enforce 
stricter compliance with tax laws. The law however, can go too far. The requirement 
for compliance can become too burdensome and, eventually, couterproductive. The 
IRS has taken this Congressional mandate and through its regulation has created 
an unfair burden. 

I do not want to perpetuate a tax loophole or promote tax evasion. I simply be- 
lieve that Congress must protect taxpayers from an unreasonable uirement to 
keep excruciatingly detailed logs of mileage, times, dates, and purpose of travel. 

It is unfair to burden with unnecessary paperwork businesspeople and farmers 
and other taxpayers who routinely use vehicles for business purposes. It is unfair to 
turn productive businesspeople into unproductive bookkeepers for the IRS. It is 


62 


unfair for them to spend even more time coping with government red tape. Compe- 
Be ee ee ee ee ee a 
wat A erinig ord these types of senseless regulations. 
Mr. Pica gu ico si psn kadar Ii lad ia 
that exists among people trying to comply with these regulations. 
Chairman RosTENKOowsKI. Thank you. 
Are there any questions? If not, we thank you 
Chair calls Congressman Stenholm. Welcome to the commit- 
tee. You may proceed with your statement. 


STATEMENT OF HON. CHARLES W. STENHOLM, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 


Mr. STENHOLM. I ask to have my entire statement in the record. 

Chairman RosTENKOwskKI. Without objection, it is so ordered. 

Mr. STENHOLM. I thank you for holding these hearings. I think 
everything has been said that needs to be said, 

I would recall a comment of Justice Oliver Wendell Holmes who 
was widely quoted: ‘Taxes are what we pay for a civilized society.” 
I certainly agree with that. 

He also said, “The power to tax is not the power to destroy.” 

Recently, I held a townhall meeting in Abilene, TX, and I was 
quite frankly shocked at the hostility that many of my constituents 

It not only about this contemporaneous recordkeeping require- 
ment but also the overhostility toward our tax system, and I com- 
mend you for the leadership that you are taking now today and in 
the weeks ahead in dealing with this question. I think it goes far 
beyond the contemporaneous requirement in recordkeeping, and I 
commend you for your leadership in that area. 

I like would make one point for the committee: In the event you 
choose not to repeal this requirement, which I imagine you will se- 
riously consider doing today, if you do not repeal it, I would ask 
you to look at one particular area, and that is agriculture, and it is 
appropriate for in other areas. 

or example, the IRS regulation would relieve a farmer of the 
need to keep vehicle logs if 70 percent of his or her gross income 
came from farming. This is similar to the provision in effect for 
sometime concerning farmers’ estimated taxes. If a farmer unfortu- 
nately has relied on that safe harbor all year long, may be unpleas- 
aed surprised at the end of the year by a poor harvest, a bad 
et or an unexpected December surge in nonfarm income, the 
result is a penalty for not paying an estimated tax. I can foresee 
the same thing happening in regard to the amended vehicle log re- 
quirements. After the tax year is over, a farmer may find out that 
unexpectedly his or her nonfarm income exceeded 30 percent of 
total income. As a result, that farmer could not take a 60- or 80- 
percent reduction for the perfectly legitimate farm use and would 
not have any contemporaneous law. 

There is just one point I would seriously urge this committee to 
look at in A event you choose not to go for repeal but try to make 
a bad law work better for the obvious purpose we all agree, and I 
want to make clear my strong sympathy for enforcing our tax laws 
as efficiently and effectively as possible. I strongly agree that an 
item claimed as a business deduction should be, in fact, a business 
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expense and should not reflect the use of business property for per- 
sonal purposes. 

There is no doubt that retaining the contemporaneous record re- 
quirements would do that. The question is at what cost, and I think 
that is the situation that has prompted you to hold this hearing, 
and I thank you very much for this opportunity to testify. 

[The preptred statement follows:] 


STATEMENT OF Hon. CHARLES W. STENHOLM, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF TEXAS 


Mr. Chairman and Members of the Committee, I want to thank you for the oppor- 
tunity to appear before you today and share with you my thoughts on the require- 
ment that taxpayers keep “adequate contemporaneous records” of the use of 
“listed’”’ property, such as automobiles. 

Justice Oliver Wendell Holmes has been widely quoted as saying, “Taxes are what 
we pay for a civilized society.’ Justice Holmes also wrote, ‘‘The Power to tax is not 
the power to destroy.” The reason these hearings were called today is that, across 
our , Baek country, millions of taxpayers believe that a a and the Administra- 
tion have forgotten that second prescription by Justice Holmes. “Destructive” is pre- 
cisely the way they see these recordkeeping requirements: destructive to small busi- 
nesses, to farmers, and to their trust and confidence in their government. 

Some of our colleagues have suggested that this issue ignited a reaction 
among average pg tl like nothing we have seen since Congress was deluged 
with protests over the now-repealed ten percent withholding of taxes from interest 
and dividends two years ago. I think that is a reasonable comparison, although I 
would like to add a qualification: While the complaints I have received about the 
vehicle log requirements may be fewer in number, so far, those complaining have 
more than e up for it in paar 

The late Jack Benny was reputed to have said, “Timing is everything.” I found 
out how true this was, recently. Some time ago, I had invited several employees of 
the Internal Revenue Service to take part in a town hall meeting in the 17th Dis- 
trict of Texas to help answer taxpayers’ questions. Little did I anticipate that the 
town hall meeting would be held during the height of taxpayer outrage over the 
new vehicle log requirements. I was not prepared for the anger and hostility toward 
the IRS and our tax system, in general, that I encountered at that town hall meet- 
ing and elsewhere across the 17th District. People are not simply disagreeing with a 
new tax code provision and some new regulations designed to recapture some lost 
revenue. There is a lot of er out there, on a number of different levels. I am 
sorry to see it but I understand it. 

The contemporaneous recordkeeping requirement, which appeared in Section 179 
of the Deficit uction Act of 1984, was well-intentioned, as was much of the rest 
of that Act. This provision, according to the Joint Committee on Taxation, sought to 
recapture approximately $150 million of tax revenues lost each year through insuffi- 
cient or evasive reporting. All of us in Congress shudder at the thought of the $90 
billion a year that some have estimated unlawfully escape the tax collector. And we 
all agree that there are many questionable loopholes t can be closed and that 
there is much justification for additional, reasonable methods of enforcing our tax 
laws. But somewhere between intention and execution, something has gone wrong. 

I think there is widespread acknowledgement that tax revenues were being lost 
because of the personal use of business vehicles. Some taxpayers knew what they 
were doing and some were only making honest errors of omission. For example, I 

from one constituent who complained that the new vehicle log requirement 
meant that he could no longer take a business deduction for commuting between his 
home and ranch. I had to explain to him that the IRS and the courts had always 
disallowed such a deduction and that only the reporting requirement had changed. 
While there was a problem here, however, I believe that Congress and the Adminis- 
tration used a shotgun to take out a target that was more appropriate to a rifle. 

I had looked forward with hope, therefore, to the revised ations the IRS had 

romised to issue after the groundswell of opposition to the initial regulations pub- 
fished last October 24. I must admit there are some improvements in the February 
20, 1985, IRS regulations concerning contemporaneous recordkeeping. Given the 
constraints of the statutory language of the Deficit Reduction Act of 1984 and the 
‘supporting language of its Conference Report, however, I seriously question whether 
the IRS can rewrite its regulations completely enough to narrow down their gauge 
from their earlier shotgun approach to a more reasonable, practical approach. 
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As I mentioned, there are some improvements. A number of my constituents sug- 

to me that it would be reasonable to presume, in many cases, that a given 

piece of property is used for business Eurpowee only 70, 80, or 90 percent of the time, 

and that deductibility could be compu accordingly. There also were suggestions 

wer when business property clearly was not used for personal purposes and an em- 

loyer had a policy against such use in effect, that no logs should be necessary. 
orms of these proposals did work their way into the new IRS tions. 

Many problems remain, however. For example, the revised regulations would 
relieve | a  faeaier of the need to oe vehicle re if 70 percent of this or her groes 
income came from f: e provision that has been in effect 
for some time concerning farmers’ pores taxes. 

If a farmer derives more than two-thirds of his or her gross income from farming, 
then it is not necessary for that farmer to pay an estimated tax during the tax year. 
Unfortunately, a farmer who has relied on that safe harbor all year long may be 
unpleasantly surprised at the end of the year by a poor harvest, a market, or an 
unexpeeted December surge in non-farm income. The result is a penal for not 
paying an estimated tax the farmer never thought, in all good faith, that he or she 
was required to pay. 

I can forsee the same thing happening with the amended vehicle log require- 
ments. After the tax year is over, a farmer may find out that, unexpectedly, his or 
her non-farm income exceeded 30 percent of total income. As a result, that farmer 
could not take a 70 or 80 percent deduction for the perfectly legitimate business use 
of farm vehicles and would not have any detailed contemporaneous logs upon which 
to rely, either. 

There may be ways to fine tune a solution to this problem, such as having the IRS 
examine previous years’ incomes. In this area, as in others, however, I suspect that 
too much fine tuning will simply add to the possibilities for inequity. 

Similarly, some in the construction industry have reasonably s that some 
vehicle use that is for the convenience of the employer simply should not be consid- 

ered personal use. The example that comes to mind immediately is that of construc- 
tion job site vehicles that an employer requires its employees to take home over- 
night to prevent theft or vandalism. This is as much a business expense as con- 
structing a fence around the vehicles and posting a guard. Similar cases arise when 
a arto are ‘“‘on call” and must, therefore, re oad a to a job site directly from home. 
best of all possible worlds, I would prefer having the IRS perfect its regula- 
tion and having Congress leave the current statutory language as it is. 1 am appear- 
ing here today, however, to urge this Committee to proceed with legislation repeal- 
ing this provision of the Deficit Reduction Act of 1984. This is not the best of all 
possible worlds and, for a number of reasons, outright repeal is the least trouble- 
some and most beneficial of all possible solutions. 

The IRS first published contemporaneous recordkeeping regulations last October 
24. These were followed by ations conce fringe benefits on January 7, 
with which there was some necessary overlap. On January 25, 1985, the IRS issued 
a release announcing that it would soon be amending its October 24 regulations. 
These amendments were published on February 20. In the short space of less than 
two months during the taxable year of 1985, taxpayers have already been given two 
sets of recordkeeping rules and a clarification, on the side, about fringe benefits. My 
office has received numerous complaints that taxpayers and their accountants did 
not completely understand what property was covered by the original regulations. 
How far are we going to take the taxpayers into this tax year without letting them 
know, with some certainty, what they need to do to comply with the law? 

If we repeal the current log requirements, there still would be an enforceable 
standard of deduction substantiation on the books, since most of the repeal legisla- 
tion now before the Committee, including legislation I have co-sponsored, would 
simply re-implement the previous standard that deductions be supported by “ade- 
quate records or by sufficient evidence corroborating (the taxpayer’s) own state- 
ment.” 

I want to make clear my strong sympathy for enforcing our tax laws as efficiently 
and effectively as possible. I strongly agree that an item claimed as a business de- 
duction should be, in fact, a business expense and should not reflect the use of busi- 
ness property for rsonal purposes. 

There is no doubt that retaining the contemporaneous recordkeeping requirement 
in statute and regulation would catch many current violators of the law, and would 
educate many who, innocently and unknowingly, would have become violators. 

But at what cost? 

As you know, some groups estimate that com nt aint ce with the current log require- 
ments 5 would cost the private sector up to $7 billion a year. Everyone seems to agree 
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that small businesses, farmers, and many others are swamped with government pa- 
perwork. We all seem to-agree that reductions in paperwork and record-keeping 
should be the order of the day. How can we ignore the fact, then, that the majority 
of paperwork imposed by the government upon the private sector is generated by 
our = code? Can we, in good conscience, add another substantial burden in this 
area? 

Moreover, it is well known that if you treat an honest man like a liar and a thief, 
you can make him into one. The government of a free people must, beyond a certain 
point, trust the people. Otherwise, the result will be twofold: The people will cease 
to trust the government and they will have increasing incentives to evade the laws 
of that government. 

Now that this issue has been brought out into the bright light of day, there is 
ample time for this Committee to consider and perfect a new standard for taxpayer 
compliance, other than contemporaneous recordkeeping. In the meantime, however, 
a great burden of paperwork and uncertainty should be'lifted from the shoulders of 
the small businessperson, the farmer, and the employee, by repealing the contempo- 
raneous recordkeeping requirements. 


Chairman RosTENKOWSKI. Thank you very much. 

Are there any questions of Congressman Stenholm? If not, we 
thank you. 

The Chair calls Senator Heinz. 

Welcome to the committee, John. It is nice to have you join us 
and give us the benefit-of your views. We look forward to your tes- 
timony. 


STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR FROM THE 
STATE OF PENNSYLVANIA 


Senator HErnz. It is a privilege to appear before the Ways and 
Means Committee and to see so much interest in this subject. 

Indeed, it is my view that the grassroots movement to repeal the 
contemporaneous recordkeeping requirement has become literally 
overwhelming, as I will reflect upon in a moment. It is the one 
issue I hear people complaining about when I hold a town meeting 
in my home State of Pennsylvania. I have received over 2,000 let- 
ters on this issue. This stack of letters is not the 2,000 letters, but 
rather it is the mail I have received in the last 5 days, some 600 
letters. The mail, at least in my Senate office, is running ahead of 
and threatens to surpass the mail we received on the Panama 
Canal Treaty. If we don’t act in both the House and Senate to re- 
dress the issue of contemporaneous recordkeeping issue, I feel the 
paperwork burden placed on the American people will soon be 
shifted to our offices, thanks to all this mail. 

Mr. Chairman, the Senate counterpart to the bill H.R. 531 is S. 
260 which Senator Pryor and I introduced. The purpose of S. 260 is 
to repeal the contemporaneous recordkeeping provisions and 
return to prior law. When we first introduced the bill we had 25 
cosponsors. As of today, even after issuance of the new IRS regula- 
tions, we have 50 cosponsors. 

While the new IRS safe harbor rules offer relief for some, there 
are tens of thousands of small businesses that would suffer from 
this unjust paperwork burden. 

Let me be frank to say the fault of these regulations is not the 
Internal Revenue Service. It is required to uphold the laws we 
pass, and the law we passed last year clearly requires contempora- 
neous records to be maintained. Unless we repeal it, no matter how 
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the IRS works, bad law untimately produces bad regulations and 
this is clearly a bad law. 

The IRS estimates that in 1979 approximately 11.3 million indi- 
viduals claimed a tax deduction for automobiles. That number does 
not take into account corporations. There are no recent figures 
available to determine how many people are affected. What is clear 
is that this provision adversely affects all segments of the business 
and agricultural communities in a heavyhanded and needless way. 

Rather than reading all 600 of these letters, Mr. Chairman, I 
would like to give you examples of how this is affecting a few dif- 
ferent kinds of constituents in my home State of Pennsylvania and 
what they think about the provision. I will quote very briefly from 
a few letters. These are their words, not mine. 

Mr. R.J. Hutton, a small businessman wrote from West Grove— 
that is in Dick Schulze’s Chester County—he writes in part: 

In my own case, my automobile is used 100 percent for business with one minor 
exception. My home is three-tenths of a mile from my office. Therefore, I ‘‘com- 
mute” less than a mile a day and average about 16,000 miles a year in business 
travel. If I document each of those trips and all other miscellaneous business that I 
have within 5 miles of my office, it will approach a telephone directory size log by 
year’s end. No auditor or IRS agent is ever going to review it. 


Mr. Chairman, we recently had a little problem in the Philadel- 
phia regional office because of the fact that the IRS started to 
attach the bank accounts of literally up to 10,000 Pennsylvanians, 
New Jersey, and Delaware businesses because of a computer error 
back in October. I think the committee is aware of this problem. It 
took the IRS until February to really begin to straighten out the 
problem. In the mean time, a lot of businesses literally were told 
by their banks the IRS has come to us and told us to stop issuing 
credit, stop making payments on checks, to notify your creditors 
that you are a deadbeat, and so forth. Here we are in the position 
of multiplying 10, 20, 50, 100-fold records for the Internal Revenue 
Service to allegedly look at when they can’t keep their own records 
straight. Isn’t that the height of folly. When all is said and done, 
isn’t that the best reason to act quickly and fix this law. 

Mr. Chairman, I ask that my full testimony appear in the record. 

Chairman RosTENKOwSsKI. Without objection, it is so ordered. 

Senator HE1nz. I would add I will be submitting comments from 
Joan Insley, a realtor in Allison Park; Peter Stahl, a pharmacist 
from Northampton, PA; from David Walsh, a vice president of a 
water supply company in Harrisburg; from Robert Purse, a florist 
from Pittsburgh, my hometown; and Edward Vogel, a businessman 
from Mars, PA, and, finally, comments from Thomas Welling, a 
contact lens service person in Port Matlida. 

I will supply these letters for the record. I encourage all mem- 
bers of the committee to take a look at these examples, but I sus- 
pect that you have more than your own fair share in your own 
mailboxes already. 

Thank you. 

[The prepared statement and attachments follow:] 
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STATEMENT OF Hon. JOHN HEINz, A U.S. SENATOR FROM THE STATE OF 
NSYLVANIA 


I commend you and this committee for holding this hearing today, and am 
pleased to have the opportunity to testify before you and describe the importance of 
repealing the new automobile recordkeeping requirements. 

The grass roots movement to repeal the “contemporaneous” recordkeeping provi- 
sion has become overwhelming. It is the one issue that I hear people complaining 
about everytime I hold a town meeting. To date, I have received approximately 
2,000 letters from my constituents demanding repeal of the provision—last week I 
reeived another 403 letters—so you can see that the demand for repeal is not slow- 
ing down. In fact, when Senator Pryor and I introduced S. 260 to repeal the contem- 
poraneous recordkeeping provision and return to prior law, we had 25 cosponsors. 
Today, even after the IRS issuance of new regulations, we have 50 cosponsors. 

The new IRS regulations offer relief for a few—mostly the farmers and the sales 
or service people who are constantly in their cars. While the new IRS safe harbor 
rules offer relief to some, there are tens of thousands of small businesses who would 
be left to suffer from this unjust paperwork burden. 

The fault does not lie with IRS; it is required to uphold and enforce the laws 
which this Congress passes, and the law clearly requires ‘‘contemporaneous”’ records 
a ba maintained. Bad law definitely produces bad regulations, and this is clearly a 

d law. 

The IRS estimates that in 1979 approximately 11.3 million individuals claimed a 
tax deduction for automobiles. This number does not even take into account corpo- 
rations, so there are no recent figures available to determine how many people are 
affected. What is clear is that this provision adversely affects all segments of the 
business and agriculture communities in a heavyhanded and needless way. 

Let me give you examples of how this is affecting the people in Pennsylvania, and 
of what they think about the provision. These are quotes from their letters, not my 
words. 

R.J. Hutton: a small businessman wrote from Westgrove, Pa. “I do not understand 
the need for such recordkeeping and how it could possibly enhance the tax revenue; 
at least, to the extent of overcoming the headaches, time and effort spent by me and 
others in our organization for such detailed recordkeeping. In my own case my auto- 
mobile is used 100% for business with one minor exception. My home is three 
tenths of a mile from my office. Therefore, I “commute” less than a mile a day and 
average about 16,000 miles a year in business travel. If I document each of those 
trips and all the other miscellaneous business that I have within five miles of my 
office, I will approach a telephone directory size log by year’s end. No auditor or IRS 
Agent is ever going to review it. Such a law is not a good law. Please, on behalf of 
American business efficiency and productivity change and rid the country of this 
oppressive, needless law.” 

Joan Insley, realtor in Allison Park, Pa wrote: “The rules promulgated by the 
Government regarding the use of cars in business has reached a new high in stupid- 
i and I certainly hope that you will have enough sense to act on repealing the 


Pek Stahl, a pharmacist from Northampton, Pa wrote: “My personal use of the 
company car consists of driving home at night and back to work in the morning. | 
Business use of the car consists of deliveries to customers (sometimes 10 to more a 
day), piking up merchandise at a wholesaler manufacturer or another store, and 
going to trade shows and seminars. Trying to keep a detailed log (with various driv- 
ers) is really a full time job.” 

David Walsh, a vice residant of a Water Supply Co. in Harisburg, Pa wrote: The 
IRS ruling will have a very real negative impact on our company due to both the 
loss of time and preductivity of our employees keeping the records. In the water 
utility business, a vehicle is a necessary tool required to carry out the service to our 
customers. We all strive for efficiency in order to keep our rates reasonable; this 
does not work to that end. 

Robert Purse, florist from Pittsburgh, Pa wrote: The regulations proposed by the 
IRS impose an impossible recordkeeping burden on small businesses such as ours 
which use automobiles extensively for business purposes throughout the year. We 
believe the IRS regulations could significantly increase our cost of doing business 
and even our ability to stay in business. 

Edward Vogel, a businessman from Mars, PA listed ways that the new require- 
ments were affecting his business. I believe that you will find the points well taken: 
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User instruction time/user log time—the times needed to instruct users on the 
correct completion of the log sheet and the time needed to log mileage, destination, 
etc. 

Enforcement time by the employer—the time to reprimand those users who do 
not comply with the completion regulations. 

Interference with daily business activities—takes away from sales time, service 
time, etc. 

Additional bookkeeping—extra workload for an already busy person. 

Collection and verification of log sheets—who should do it? This requirement 
takes a person away from their regular duties. 

Additional cost for storage and maintenance of these records (file cabinets, etc.). 

Additional expenses for supplies needed by each user (log sheets, clipboards, etc.). 

And finally comments from Thomas Welling, a contact lens service person in Port 
Matlida, PA: “For years, I have recorded the beginning and ending mileage of my 
daily business trips, no matter if I used my car, or in rare emergencies, my truck. I 
keep records of gasoline used for business only, keep all receipts for maintenance of 
my business car. Why must I list the destination, purpose of trip, and contact 
person? My destination is a different doctor’s office each day. Shall I list restroom 
stops as ‘personal’ even though I’m on my way to an office 100 miles away? The IRS 
is entitled only to a record of auto expenses for business purposes, not a detailed log 
of my every move. A jealous wife asks fewer questions.’’ 

I am sure that you are also hearing from your constituents. The public is mad and 
they have a right to be—the law in 1984 went too far. 

My bill, S. 260 repeals the “contemporaneous” recordkeeping requirement, and re- 
turns to the law in operation prior to 1985. Previously a taxpayer was required to 
maintain adequate records or have other sufficient evidence to corroborate his own 
statement. Requiring some form of recordkeeping shouldn’t change—what must 
change is the contemporaneous requirement. The new law means that virtually 
each time a person enters his or her car, an entry must be made in a travel log. The 
record has to be made “contemporaneous” and cannot be reconstructed at a later 
date. The end result of these new rules and reuglations has been a massive amount 
of new paperwork placed on small businesses and their employees. 

The reason for the contemporaneous recordkeeping requirement was Treasury's 
concern that taxpayers were claiming too large a deduction. There probably are a 
small number of taxpayers who are cheating—however, the ‘‘contemporaneous”’ re- 
quirement goes too far—it is like using a sledge hammer to kill a fly. To catch a 
few, we are now causing a severe hardship for honest taxpayers, I think the correct 
approach is to return to prior law. 

The Deficit Reduction Act of 1984 also contained provisions under the fringe bene- 
fit section which, will require that employees be taxed on the value of the personal 
use portion of their company car. The purpose of the provision is to prevent compa- 
nies from providing ‘company cars” as a form of nontaxable income to their execu- 
tives. It is a goal I fully support; I am worried, however, about the impact this provi- 
sion will have on small businesses, where the use of the company car is not for tax 
avoidance. While, my bill does not address this issue, I intend to request hearings on 
the fringe benefit portion of the act to determine its impact on small businesses and 
the correlation between the fringe benefit section and the contemporaneous record- 
keeping provisions. 

Since the enactment of this legislation, many problems have come to light. I think 
the opportunity to examine these new rules will be welcomed by many in the small 
business and farming sector of this country. You and the other members of the com- 
mittee are to be commended, and I will be more than happy to work with you on 
these important issues. For many years, we've tried to reduce the paper work 
burden facing our small businesses. With this new rule, we’ve headed in exactly the 
opposite direction. Certainly, expanded recordkeeping in the tax area can often im- 
prove compliance, but I think we have to consider the burden it places on small 
businesses. In this case the “contemporaneous” recordkeeping requirement are 
clearly too burdensome, and should be repealed. 

I hope that this can be done in the very near future. I ask unanimous consent 
that the full text of my statement be included in the record. I ask unanimous con- 
sent that the full text of the letters be included in the record. 
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THE CONARD-PYLE Co., 
West Grove, PA, February 25, 1985. 
Senator JOHN HEINz, 
U.S. Senate, Washington, DC. 


Dear SENATOR HEINz: I was very pleased to have the opportunity to be among the 
Pennsylvania Chamber of Commerce Directors when you spoke to them this past 
Friday. Thank you for taking the time to be with us and especially for explaining 
your position in several areas. 

As the chief executive and major stockholder of a small business in Pennsylvania, 
I am particularly troubled by the 1984 Tax Law as it pertains to “Business Use Rec- 
ordkeeping.” I do not understand the need for such recordkeeping and how it could 
possibly enhance the tax revenue; at least, to the extent of overcoming the head- 
aches, time and effort spent by me and others in our organization for such detailed 
recordkeeping. 

One of the most disconcerting thing about the IRS rules and the law in itself is 
that there is so little agreement on exactly what has to be kept by whom and how 
detailed such records should be. Ask a tax attorney and an accounting firm and you 
get two different answers. Check this out with a third party, and you get a third 
answer. IRS is most confusing. 

In my own case my automobile is used 100% for business with one minor excep- 
tion. My home is three tenths of a mile from my office. Therefore, I ‘‘ccommute”’ less 
than a mile a day and average about 16,000 miles a year in business travel. Much of 
my mileage is local driving between two of our properties less than four miles apart 
here in Chester County. If I document each of those trips and all the other miscella- 
neous business that I have within five miles of my office, I will approach a tele- 
phone directory size log by year’s end. No auditor or IRS agent is ever going to 
review it. Such a law is not a good law. Please, on behalf of American business effi- 
ciency and preductivity change and rid the country of this oppressive, needless law. 


Thank you 
Sincerely, 
R.J. Hurron, President. 
Mars METAL REALTY 
Allison Park, PA. 
U.S. SENATE, 


Washington, DC. 
(Attention: H. John Heinz ITI) 


The rules promulgated by the government regarding the use of cars in business 
has reached a new high in stupidity and I certainly hope that you will have enough 
sense to act on repealing the law. 

Very truly yours, 
JOAN INSLEY. 


NEWHARD PHARMACY, 
| Northampton, PA, February 22, 1985. 
Senator JOHN HEINz, 
Washington, DC. 


Dear SENATOR HEINZ: We have been trying to keep mileage records under the 
new IRS requirements since the first of the year and are tearing out our hair trying 
to comply. 

Our business is a retail Pharmacy. My personal use of the company car consists of 
driving home at night and back to work in the morning. 

Business use of the car consists of deliveries to customers (sometimes 10 or more a 
day), picking up merchandise at a wholesaler, manufacturer or another store, and 
going to trade shows and seminars. 

Trying to keep a detailed log (with various drivers) is really a full-time job. 

I would be willing to claim a reasonable percentage of the mileage as personal 
use, or a certain amount per day or week; but, please give us a break from this mile- 
age mess. 

Yours truly, 
PETER J. STAHL. 
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DAUPHIN CONSOLIDATED WATER SUPPLY Co., 
Harrisburg, PA, February 21, 1985. 


Hon. JOHN HErnz, 
U.S. Senate, Washington, DC. 

Dear Sir: I strongly support your co-sponsoring of S260 to repeal the reporting 
requirements on Company vehicle usage which has been brought about by the 
ene IRS ruling to account for business and nonbusiness usage of company owned 
vehicles. 

The IRS ruling will have a very real negative impact on our company due to both 
the loss of time and productivity of our employees keeping the records. In the water 
utility business, a vehicle is a necessary tool required to carry out the service to our 
customers. We all strive for efficiency in order to keep our rates reasonable; this 
does not work to that end. 

I appreciate your attention to this very serious matter. 

ery truly yours, 
Davin P. WALsH, 
Vice President. 


MUETZEL & PURSE FLORIST, 
Pittsburgh, PA, February 12, 1985. 
Senator JoHN HEINz, 
U.S. Capitol, Washington, DC. 

Dear Sirs: In behalf of my firm and fellow independent small business members 
of Florists’ Transworld Delivery, I strongly urge you to support enactment of S. 260 
and/or H.R. 531 repealing onerous and burdensome record keeping requirements re- 
lating to use of automobiles and vans for business/personal use. The regulation re- 
cently proposed by Internal Revenue Service imposes an impossible record keeping 
burden on smal] businesses such as ours which use automobiles extensively for busi- 
ness purposes throughout the year. We believe this IRS regulation could significant- 
ly increase our cost of doing business an even our ability to stay in business. Your 
suppor of these retail bills is vital to us and will be greatly appreciated. 

Very truly yours, 
RoBERT PuRSE. 


VoGEL DiIsPposaL SERVICE, INC., 
Mars, PA, February 22, 1985. 


Hon. JoHnN Henrnz III, 
Senate Office Building, Washington, DC. 

Deak SENATOR HEINz: We would like to voice our objections to the new IRS Auto 
Recordkeeping Rules. These new requirements, are not only time consuming and ex- 
pensive, but they are disruptive as well. 

We have listed several important points which affect us and fellow businessmen 
tremendously and would like them emphasized. 

(a) User instruction time/User log time—The time needed to instruct users on the 
correct completion of the log sheet and the time needed to log mileage, destination, 
etc. 

(b) Enforcement time by the employer—The time to reprimand those users who do 
not comply with the completion regulations. 

(c) Interference with daily business activities—Takes away from sales time, serv- 
ice time, etc. 

(d) Additional bookkeeping—Extra workload for an already y busy person. 

(e) Collection and verification of log sheets—Who should do it? This requirement 
takes a person away from their regular duties. 

(f) Additional cost for storage and maintenance of these records (file cabinets, 


etc.). 
(g) Additional expense for supplies needed by each user (log sheets, clipboards, 
etc.) 


Our supervisory personnel do not work 8:00 a.m. to 5:00 P.M. days, but instead 
work on an “on call’’ basis. These people, more often than not, work 12-hour days. 
In addition, they are required to make special trips to the office/shop/service loca- 
tion . very oon hours of the day and night directly from their homes as the occa- 
sion demands. 
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We shall appreciate your efforts in getting these new rules repealed or at least 
revised into more reasonable terms. 
Sincerely, 
EDWARD L. VoGEL, President. 


WELLING ConTACT LENS SERVICE, 
Port Matilda, PA, February 14, 1985. 

Dear SENATOR HE!Nz: As a self-employed businessman who must use my car to 
provide for my family, I strongly protest the 1985 Auto Log requirements. For years, 
I have recorded the beginning and ending mileage of my daily business trips, no 
matter if I used my car, or, in rare emergencies, my truck. I keep records of gasoline 
used for business only, keep all receipts for maintainance of my business car. 

Why must I list the destination, purpose of trip, and contact person? My destina- 
tion is a different doctor’s office each day—must I list each patient I see, and tell 
whether it was a check-up, new contact lens fitting, or clean and polish? 

Shall I list restroom stops as “personal—. Olmi.” even though I’m on my way to 
an office 100 miles away? The IRS is entitled only to a record of auto expenses for 
business purposes, not a detailed log of my every move. A jealous wife asks fewer 
questions. 

Who is running this country, anyway? Our elected officials or the IRS? The Inter- 
nal Revenue Service has a history of “computer problems” that has caused irrepair- 
able damage to some businesses. Who gave them so much power? Their hiring of 
functional illiterates into positions which do not include communication with fellow 
workers has caused much wasted time and postage for those of us who must prove 
six times that we paid our taxes three years ago. 

I believe the purpose of this new regulation is to discourage the businessman from 
taking his deduction for auto expenses. It may mean a few dollars more for the IRS 
from a few people, but my business is too small to survive without it. Is the IRFS 
trying to cause the collapse of smal] business and raise unemployment? 

Revamp the IRS, get IT working right, and get off the backs of the honest tax 
payer. Big Brother may be watching you, too. 

Sincerely, 
THOMAS W. WELLING. 


Chairman RosTENKOwSKI. Thank you, Senator. 

Are there any questions of the Senator? If not, we thank you 
very much. 

Secretary Pearlman and Commissioner Egger, we welcome you to 
the committee. You have sat and listened to my colleagues testify 
with respect to repeal of these recordkeeping requirements. We 
will be pleased to hear whatever explanations you have with re- 
spect to these regulations. Mr. Pearlman, you may proceed. 


STATEMENT OF HON. RONALD A. PEARLMAN, ASSISTANT 
SECRETARY (TAX POLICY), DEPARTMENT OF THE TREASURY 


Mr. PEARLMAN. Mr. Chairman and members of the committee, I 
thought we might make our statements first and then perhaps 
answer questions together. 

Chairman RostENKOWSKI. That is fine. 

Mr. PEARLMAN. My statement begins with the words, “I am 
pleased to be here today.” I think that was an error. I am apprecia- 
tive of the opportunity to be here, however, and I will do my best 
in as noncontroversial way as possible to try to address what obvi- 
ously is an extremely difficult area, difficult not only for the Inter- 
nal Revenue Service and Treasury but obviously difficult for tax- 
payers. 

i think for me the most important thing that I could submit to 
the committee today is that this issue is not a new one. It was a 
difficult issue for taxpayers and administrators before the 1984 act. 
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It obviously remains a sensitive and controversial issue, and, most 
importantly, in my judgment, it is going to remain difficult without 
regard to whether the Congress acts further in this area. 

As with so many tax issues, recordkeeping represents an effort at 
balancing. What we need to balance is the well-established need for 
taxpayers to keep records and substantial business expenses or to 
determine the amount of income that should be properly includa- 
ble in an employee’s return and, on the other hand, the record- 
keeping burden that obviously is imposed on both individual and 
corporate taxpayers and the administration of the system. We are 
sensitive to the need to achieve a yaa ne balance. We try to reflect 
that in the regulations process and will continue to do that both as 
regulations proceed and in working with the Congress and with 
this committee to the extent that the committee is interested in 
making further changes in the legislation. 

As we evaluate where we are and where we should be regarding 
recordkeeping, I think there are several well-established principles 
extending well before the 1984 act that should be mentioned. The 
law is clear and has been for a long, long time. Taxpayers who own 
property, a car, for example, were entitled to deduct only that por- 
tion of the property attributable to business use or were required 
to include in income that portion of the use of property which is 
personal. 

Second, that commuting has long been considered personal use, 
not business use. I think it is important to note that the 1984 act 
did not change that rule. 

Finally, the taxpayers have always been required to keep records 
in order to determine business and personal use. Now it is the rec- 
ordkeeping that is the subject of the 1984 act and on which I would 
like to to use the rest of my comments. 

The 1984 act does not change the rule except as to | car 
and it did not change the rule on commuting. The 1984 act did seek 
to clarify the recordkeeping. I say clarify because even before the 
1984 act it was clear taxpayers had to substantiate business use 
through the maintenance of records. What was not clear was how 
and to what extent. Since 1962 it was very clear that very demand- 
ing records had to be kept with respect to cars used in connection 
with travel away from home. 

In 1962, in response to the concern that both taxpayers and the 
Internal Revenue Service and the courts were being burdened with 
the amount of business use being properly deducted by taxpayers, 
Congress responded with a rule contained in section 274(d) that 
documentary evidence had to be maintained to substantiate busi- 
ness travel. Indeed, the legislative history of the 1962 act said that 
clear contemporaneously kept diaries or account books containing 
information with respect to the date, amount, nature, and business 
purpose of an expense may constitute adequate records. Section 
274(d) has been in the law for over 20 years. The spirit of 274(d) 
was that if you did not document the travel expense, you did not 

et it, and that is clearly the message of the statute and that has 
a a position of the Service and the courts as issue involving this 
provision have been litigated over the years. | 

With respect to local travel, the record requirements were less 
clear. When there was no evidence of business use, no records kept 
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at all, no ability on the part of an individual taxpayer or corporate 
taxpayer to document business use, both the Service and the courts 
disallowed claimed deductions. When a taxpayer had some proba- 
tive evidence, then the courts and Revenue Service struggled with 
trying to establish approximate business use based on appointment 
books, calendars, other corroborating evidence that a taxpayer 
could submit including the taxpayer's statement. This was a tedi- 
ous, inexact process and it is exactly the same problem that Con- 
gress addressed in 1962 in the away from home area. 

It was also apparent before the 1984 act that because of the lack 
of recordkeeping standards, we had a serious compliance problem. 
Commissioner Egger will address this problem in greater detail in 
his statement. 

Let me simply say without adequate records, however we define 
those adequate records, it is simply impossible for the Internal Rev- 
enue Service to administer the law. It was this state of affairs that 
concerned us back in the summer of 1984. I would suggest this 
statement feeds on itself. It suggests further noncompliance and 
business use of a vehicle. Mr. Chairman, you and this committee 
know that many honest taxpayers who keep records claim no bene- 
fit for personal use of a vehicle, as well as millions of taxpayers 
who do not receive a vehicle as a fringe benefit, can not justify the 
fairness of a system if we do not try to deal with a compliance 
problem. The 1984 act sought to do that. 

On the House side, as you are well aware, the focus was primari- 
ly on luxury cars, but even here in this committee, there was a 
concern expressed by the Treasury Department and a response by 
the committee that recordkeeping was inadequate and a presump- 
tion was added to the House bill that no greater than 50 percent of 
the use of a car would be deemed to be business use. The House 
report went on to say if the presumption were sought to be over- 
come and a ast gat a claiming greater than 50 percent use, then a 
higher standard of documentation would be required although the 
report did not go on to describe what that higher standard of docu- 
mentation would be. 

On the Senate side, in trying to deal with that issue of what kind 
of documentation would be required, the Finance Committee and 
ultimately the Congress added a concept of contemporaneous 
records. It was in the conference report that the concept which I 
suspect is the most controversial aspect of this act, not in the stat- 
ute itself. 

In October, Treasury published records under the recordkeeping 
rules. These regulations were controversial as you know. We have 
tried to deal with the areas of controversy. I might offer that both 
the original regulations and revised regulations were developed on 
the basis of input that we sought from people outside of Govern- 
ment and within Government and, indeed, from Members on the 
House and Senate side. We think now based on the conversations 
we had with people outside of Government that we did respond in 
major part to many of the criticisms that we agree people legiti- 
mately made with respect to original regulation. That is not tos 
that he regulations are behind us. They remain very pant EGeraicl 

We have received criticisms on two issues, one being the question 
of whether certain individual taxpayers should be exempted. As I 
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pointed out before, there was an unrelated issue to the 1984 act 
and our regulations, but obviously it was heightened by the record- 
keeping rules that were identified as a result of the 1984 act. 

e other issue that we have heard a lot about, which is a gener- 
al criticism, is that it is burden on the small businessman. All of 
our safe harbors to be included in our revised regulations most sig- 
en the so-called 70-percent rule, the 80 percent applied to 
the small businessman. Over the months since those regulations 
have come out, we have tried to identify more specifically what the 
precise concern was of businessmen, small or large, as well as cate- 
gories of occupations so that we can try to deal with them. 

We are obviously sensitive to the new repeal bills pending in the 
Congress. We want to respond in a constructive and positive 
manner to congressional expressions of concern. In doing this, I 
think everyone must realize the concerns Congress addressed in 
1984. They are real concerns, serious concerns and they remain 
valid. I would offer to you that repeal of 1984 act does not solve the 
recordkeeping problem. It simply returns us to an environment 
where recordkeeping requirements are unclear, where taxpayers, 
the service, and the courts will have to deal with the problem of 
recordkeeping in a clear environment. This does not mean that the 
recordkeeping burden on taxpayers is reduced. It simply means 
that they are going to have to fight cases and examination and the 
service with no one really knowing what the rules are. 

I suggest that we at Treasury, the Service, and in the Congress 
can best direct our collective efforts at developing recordkeeping 
rules that are clear, that address both the legitimate tax compli- 
ance concerns that we have and the legitimate recordkeeping 
burden concerns that. taxpayers and businessmen have. 

We are very willing to examine situations beyond those described 
in the proposed regulations. Perhaps special treatment in other sit- 
uations is appropriate. Further, it may well be appropriate to con- 
sider whether a more general recordkeeping requirement, such as 
.a calendar, an appointment book can be substituted for the log. 

We urge you in your consideration, Mr. Chairman, members of 
the committee, to consider seriously, however, whether the require- 
ment that records be contemporaneous be dropped. It is one thing 
to say that a log may be too demanding. It is another thing to say 
the taxpayers, when they account for business use of any asset, 
should not keep some kind of records that are more or less contem- 
poraneous with that use. A deduction not based on some kind of 
contemporaneous record simply cannot be reliable. It cannot be re- 
liable when the taxpayer seeks to prepare his return in good faith, 
and it certainly cannot be reliable in the examination process. 

The absence of contemporaneous recordkeeping would leave the 
Internal Revenue Service with no real way to effectively adminis- 
ter and enforce the law. It would return us to a system in which 
honest conscientious taxpayers are made to feel foolish for comply- 
ing with rules that others ignore. A tax system based on a self-as- 
sessment cannot long endure with such disrespect, and the Treas- 
ury cannot afford the potential revenue loss that might result from 
a reduction in the level of recordkeeping. 

We therefore urge you to retain a requirement that the taxpayer 
maintain records and that those records adequately document busi- 
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ness use of a vehicle and that those records be more or less contem- 
poraneous records. | 

I would like just to conclude, Mr. Chairman, by saying that in 
light of the compliance problems that we have discussed and that 
the Commissioner is going to address, we think it is increasingly 
important that tax return preparers continue to play a role in pro- 
moting compliance. We all know that it is impossible for the Inter- 
nal Revenue Service to examine on a broad-based basis. We look to 
tax return preparers to assist us in encouraging compliance and, 
therefore, we urge the committee, as you review what is in the 
. 1984 act, to retain the rules that require tax return preparers to 
encourage their clients to maintain adequate records—whatever 
adequate records are deemed to be. 

Mr. Chairman, I am going to stop at this point and let the Com- 
missioner make his statement. 

[The prepared statement follows:] 


STATEMENT OF RONALD A. PEARLMAN, ASSISTANT SECRETARY (TAX POLicy), 
DEPARTMENT OF THE TREASURY 


Mr. Chairman and members of the committee, I am pleased to be here today to 
present the Treasury Department’s views on the requirement that taxpayers main- 
tain adequate contemporaneous records to substantiate business use of vehicles. 
This requirement was imposed in the Deficit Reduction Act of 1984 (the ‘“DRA”’) to 
clari e recordkeeping rules applicable to vehicles used for both business and per- 
sonal purposes. It was designed to address significant concerns of the Treasury De- 
partment and the Congress that taxpayers who won their own vehicles were over- 
stating the business use of these vehicles and claiming excessive tax deductions. 
Similarly, in the case of vehicles provided to employees by their employers, there 
was evidence that the income attributable to personal use of these vehicles was sig- 
nificantly understated. 

In considering appropriate requirements for the substantiation of business use of 
vehicles, it is of course necessary to balance revenue and compliance objectives 
against the costs and burdens that recordkeeping requirements entail for ordinary 
taxpayers. Among the most important objectives of this Administration has been to 
reduce the role of government in private lives, including the paperwork and regula- 
tory burdens that governments characteristically impose. The Treasury Department 
remains commi to this objective and will work to ease regulatory burdens con- 
nected with the administration of the tax laws wherever possible. 

Our determination to limit regulatory burdens is necessarily disciplined, however, 
by the need to ensure taxpayer compliance with the Federal income tax system. I 
needn’t remind the members of this Committee that our system of taxpayer self- 
assessment, which is a marvel to the rest of the world, depends upon public confi- 
dence that the tax laws are not only fair, but also fairly administered and enforced. 
We believe that the substantiation requirements established by the DRA provide 
the appropriate framework within which to strike a proper balance between fair ad- 
ministration and the burdens of recordkeeping. The specific recordkeeping require- 
ments adopted under the DRA may have been unduly burdensome; recently issued 
regulations have moderated those requirements, however, and we are willing to 
work with this Committee to further refine the rules so as to preserve public confi- 
dence in the fairness of the system without unduly burdening taxpayers. 


BACKGROUND 


A. Law Prior to the Deficit Reduction Act of 1984 


To understand the reasons for Congress’ action in 1984 it is important to review 
the rules in this area as they existed before the DRA. Prior law applied different 
substantiation requirements to deductions for business use of a vehicle depending on 
whether the business use was for “local transportation” or in connection with travel 
away from home. Business use of a vehicle for local transportation was subject to 
the substantiation rules applicable to business expenses generally under Section 162 
of the Code, whereas the use of a vehicle for travel away from home was subject to 
the more stringent recordkeeping rules applicable under Section 274(d). 
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Although a taxpayer bears the burden under Section 162 of proving the amount of 
an expense and its business purpose, the type of records needed to meet this burden 
where a vehicle was used locally was unclear under prior law. Without a log, diary 
or other contemporaneous record indicating the number of miles driven for business 
and personal purposes, taxpayers, the Internal Revenue Service and the courts had 
ene difficulty determining the amount of business use of a vehicle. When no pro- 

tive evidence was preduced, the courts and the Service routinely disallowed 
claimed deduction in full. 

‘When a ee came forward with some probative evidence as to business use, 
however, the Internal Revenue Service or, ultimately, a court was required to esti- 
mate the business use of a vehicle based on evidence such as appointment calendars, 
business records and any other corroborating evidence, including the taxpayer's own 
statement. See Cohan v. Commissioner, 39 F. 2d 540 (2d Cir. 1930). The audit files of 
the Internal Revenue Service and published tax cases are replete with instances 
where the taxpayer’s failure to keep sufficient records has required the Internal 
Revenue Service and the courts to engage in the tedious and inexact process of esti- 
mating business use by reconstructing records years after the actual use occurred. 

Obviously, under prior law, many taxpayers who used vehicles for both business 
and personal purposes were not keeping adequate records of their business use. 
Some of these taxpayers made good faith and reasonably accurate estimates of busi- 
ness use, but many others, whether intentionally or not, substantially overstated 
their actual business use. In addition, employers provided vehicles to employees and 
routinely failed to account properly for the employees’ personal use of the vehicles. 

As the testimony of Commissioner Egger will address in more detail, the audit 
experience of the Internal Revenue Service under prior laws confirms the serious- 
ness of this noncompliance problem. The inability of the Internal Revenue Service 
to administer the rules regarding personal and business use of vehicles left even 
well-intentioned taxpayers with little incentive to maintain adequate records and 
encouraged others to overstate the business use of their vehicles. Honest taxpayers 
who kept records and did not claim deductions for the personal use of a vehicle, as 
well as those taxpayers who did not receive the use of a vehicle as a fringe benefit, | 
eee concluded that they were shouldering an unfair part of the total tax 

urden because of the abuses in this area. As I mentioned earlier, such perceptions 
of unfairness tear at the fabric of our self-assessment system. A basic pu of the 
changes brought about in the DRA was to preserve public confidence in the fairness 
of the tax system. | 

It is important to contrast the prior law substantiation requirements for local 
business use of a vehicle with the stricter recordkeeping rules applied to travel 
away from home under Section 274(d). Under that section a taxpayer must substan- 
tiate, by adequate records or by other sufficient documentary evidence corroborating 
his own statement, the amount of a travel expense, the time and place of the travel 
and the business purpose of the expense. The legislative history to Section 274(d) 
states that “a clear, contemporaneously kept diary or account book containing infor- 
mation with respect to the date, amount, nature and business purpose of the ex- 
pense may constitute an adequate record under this provision.” 

The regulations issued under Section 274(d) , as enacted in 1962, provided that 
taxpayers could substantiate the use of a vehicle for travel away from home or busi- 
ness by a log, diary or similar record made at or near the time the travel occurred. 
The intended effect of Section 274(d) was to reduce the administrative and judicial 
conflicts over the amount of travel expenses incurred by taxpayers while traveling 
away from home. The essence of the rule was quite simple—no records, no deduc- 
tion. The courts have interpreted these is ep agetone accordingly, refusing to allow 
any deductions to taxpayers for use of a vehicle away from home where the taxpay- 
er has no documentary evidence establishing the level of business use. , 


B. The Deficit Reduction Act of 1984 


Prompted by reports that cost recovery allowances were sp sales of expen- 
sive automobiles as well as the knowledge that a. substantial number of taxpayers 
routinely overstated the business use of vehicles, Congress began considering means 
to curtail business expense deductions claimed for vehicles used in business. The 
House-passed version of the DRA imposed a limit on the cost of luxury automobiles 
that could be taken into account in computing depreciation deductions and the in- 
vestment credit. In addition, the House bill created a presumption that no more 
than 50 percent of the use of an automobile was for busines purposes. The House 
Report makes clear that taxpayers remained subject to the prior law rule that all 
business use of a vehicle must be substantiated, but states that this Committee in- 
tended “to elevate the standard of proof in cases where the proportion of business 
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use claimed exceeds 50 percent.’’ H. Rept. 98-432, 98th Cong., 2d Sess. 1388 (1984). 
The bill, however, was silent on the type of records taxpayers would have to keep to 
show business use in excess of 50 percent. 

The Senate also adopted limits on cost recovery allowances for luxury automo- 
biles, but expanded the compliance provisions to impose specific requirements relat- 
ing to the types of records taxpayers would be required to keep to claim any deduc- 
tion or credit with respect to a vehicle. Specifically, the Senate-passed version of the 
DRA modified Section 274(d) to require that taxpayers must maintain adequate con- 
temporaneous records detailing all business use of a vehicle. The Senate bill also 
imposed a requirement that tax return preparers could not sign a tax return with- 
out verifying the accuracy of a taxpayer’s records supporting a claimed deduction. 

In conference, the restrictions on cost recovery allowances for luxury automobiles 
were modified, but the compliance provisions included in the Senate bill were adopt- 
ed with only minor changes. The DRA provisions relating to recordkeeping state no 
exceptions; taxpayers must document with adequate contemporaneous records the 
business use of any vehicle. The Conference Report indicates the breadth of the 


e: 

If the taxpayer does not have adequate contemporaneous records, no credit or de- 
duction is allowed with respect to that item . . . The Conferees expect that these 
records will reflect with substantial accuracy the business use of the property. The 
records must indicate the business purpose of the expense or use, unless the busi- 
ness purpose is clear from the surrounding circumstances. 

H. Rept. 98-631, 98th Cong., 2d Sess. 1031 (1984). With respect to automobiles, the 
Conference Report explicitly states that “logs recording the date of the trip and the 
mileage driven for business purposes must be kept.” 
' In addition, the Conferees provided that any underpayment attributable to a fail- 
ure to keep adequate contemporaneous records is treated as negligence, unless the 
taxpayer produces clear and convincing evidence to the contrary. The Conference 
Report further provides that claiming a deduction or credit without adequate con- 
temporaneous records could lead to the imposition of tax fraud penalties. 


RECORDKEEPING REGULATIONS 


The Treasury Department published ae regulations on October 24, 1984 
implementing the DRA changes to Section 274(d). With one narrow exception for 
vehicles of a type not ordinarily susceptible to personal use, the temporary regula- 
tions imposed on all vehicles used for business purposes the requirement outlined in 
the Conference Report that logs be maintained detailing the date, elapsed mileage 
and business purpose of each trip. Under the statute, the log requirement applies to 
taxable years beginning on or after January 1, 1985. 

As the effective date of the recordkeeping rules approached, the Internal Revenue 
Service began to receive a significant number of complaints and comments on the 
temporary regulations. These comments indicated that the changes to the record- 
keeping rules, as well as the temporary regulations implementing those changes, ap- 
plied too broadly, sweeping within the scope of the log requirement many vehicles 
and taxpayers that did not involve any of the abuses which prompted Congressional 
action. 

In recognition that the new rules applied too broadly, the Internal Revenue Serv- 
ice announced on January 25 its intention to issue revised regulations, effective Jan- 
uary 1, 1985, clarifying the generally applicable recordkeeping requirements and 
providing a series of special rules which would substantially reduce or completely 
eliminate the recordkeeping requirement in certain circumstances. In developing 
the revised regulations, the Internal Revenue Service carefully reviewed each of the 
comments on the original regulations and also conferred with company administra- 
tors and independent consultants knowledgeable on the business use of vehicles. 
The information gathered from the comments and from these discussions formed 
the basis for the rules adopted in the revised regulations. 

These revised regulations change the recordkeeping rules signficantly. First the 
new temporary regulations clarify that for those taxpayers required to maintain 
logs, a single entry is sufficient for any period of uninterrupted business use. Thus, 
for example, a salesman who uses a vehicle to make a series of appointments during 
a day and has no (other than de minimis) personal use of the vehicle for that day 
need make only one entry that summarizes the business use. This salesman would 
only have to record the total mileage driven during the day, not the mileage for 
each stop. This rule should significantly reduce the recordkeeping burden for those 
taxpayers who are required to keep logs. 
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The temporary regulations also provide several special rules that eliminate the 
log requirement in a variety of circumstances. First, the temporary regulations pro- 
vide that a vehicle is not subject to the log requirement if it is used in a business, 
kept on the business premises overnight, and the business has instituted a policy 
against personal use of the vehicle. ‘Second, a vehicle which is used by employees for 
commuting, but which otherwise sa lhe above requirements is also exempt 
from the log requirement if the employér accounts for the commuting value of the 
vehicle by including $3 per day in the employee’s income. We expect that these two 

es will e te the recordkeeping requirement for many business auto- 
einai and virtually all vans, trucks, and special purpose vehicles used in a busi- 


n The other special rules contained in the new temporary regulations are premised 
on assumptions as to the level of business use of certain classes of vehicles. A tax- 
payer satisfying certain conditions ey elect to treat a designated Pevcontege of the 
use of a vehicle as business use and the balance as personal use. Alternatively, the 
taxpayer may elect to keep track of only personal use of the vehicle. These options 

can be used in two circumstances. First, they are available with respect to a vehicle 
used in the business of a taxpa er who spends most of a normal business day 
deliveries or making saline calla on customers or clients. Such a taxpayer may 
elect to treat 70 percent of the use of such automobile (or other vehicle designed for 
personal use) as for business purposes; the taxpayer may elect to treat 80 percent of 
the use of any other vehicle (e.g., a truck) as business use. The second circumstance 
in which these options are available is for vehicles (other than automobiles or other 
Nigar designed for personal use) regularly used in the business of farming by a 
yer whose gross income (excluding passive investment income) consists almost 

pe Seakiped of farm income (at least 70 percent). 

Based on the comments which the Internal Revenue Service received on the origi- 
nal regulations, as well as the information supplies by firms and independent con- 
sultants with extensive experience on the business use of vehicles, we believe these 
5 pa rules will exempt from the log requirement a substantial portion of all vehi- 
cles used for business purposes. Comments received from interested taxpayers subse- 
quent to the release of those revised regulations confirm this belief. 

Of course, the recordkeeping rules remain controversial despite the issuance of 
the revised regulations. We have received a large number of comments regarding 
the burden imposed on small businesses by the recordkeeping requirement. In addi- 
tion, the DRA focused attention on whether a pan or feter public safety em- 
ployee is taxable on the use of an official vehicle to commute to and from his home. 


CONSEQUENCES OF REPEAL 


Numerous bills to repeal the ae rules enacted as part of the DRA have 
been introduced in both the House and Senate. Repeal of the provisions would re- 
solve few of the issues in this area. Moreover, repeal could increase noncompliance 
‘and certainly would result in a significant revenue loss. 

Repeal of the DRA recordkeeping rules will not remove the prior law requirement 
that taxpayers qin nears the business use of vehicles. It will merely np app 
the uncertainty regarding the nature of the recordkeeping that is required and con- 
tribute to the waste of a rative and judicial resources that must be dedicated 
to resolving controversies where adequate documentary records are not available. 

The compliance concerns which prompted Congress to act in 1984 remain valid. 
Indeed, the controversy and publicity that have surrounded the temporary regula- 
tions have heightened taxpayers’ awareness of the audit limitations of the Internal 
Revenue Service in this area, and repeal of the DRA rules could lead to increased 
noncompliance. 

Although the recently revised regulations provide substantial relief from the rules 
as O ally imposed by the DRA and the initial temporary regulations, we recog- 
nize t even under the revised ah, Sassari many taxpayers will be required to 
maintain logs. For this reason, the De ent is age J to work with 
this Committee to refine the existing recordkeeping rules in an effort to preserve 
the principles of the DRA c es while minimizing the recordkeeping burden on 
business and the administrative burden of the Internal Revenue Service. 

There may be circumstances beyond those identified in the modified regulations 
which warrant special exceptions to the general recordkeeping rules. If such circum- 
stances are identified we will endeavor to craft the appropriate exceptions. To that 
end, we invite the members of this Committee and taxpayers generally to assist the 
Treas Department in identifying situations which warrant exceptions to the rec- 
ordkeeping rules. 
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We are also willing to examine the generally applicable recordkeeping standard 
to determine whether more practical approaches to substantiation are feasible in 
lieu of the requirement that taxpayers maintain logs. For example, we will consider 
whether other contemporaneous records, such as a calendar or appointment book, 
could serve as a basis for determining the business use of a vehicle. 

We urge, however, that the requirement that taxpayers maintain some type of 
contemporaneous records be retained. When the circumstances of a taxpayer’s use 
of a vehicle do not warrant a special rule, contemporaneous records are necessary to 
account accurately for business and personal use. A deduction not based on such 
records cannot be reliable. Perhaps more importantly, the absence of a contempora- 
neous recordkeeping requirement would leave the Internal Revenue Service unable 
to effectively administer or enforce the law. We would return to a system in which 
honest, conscientious taxpayers are made to feel foolish for complying with rules 
that others ignore with impunity. A tax system based on self-assessment cannot 
long endure such disrespect nor can the Treasury afford the potentially substantial 
loss in tax revenues. We therefore urge this Committee to retain a requirement that 
taxpayers maintain records that adequately document business use of a vehicle. 

inally, in light of the compliance problems we have experienced in this area, it is 
increasingly important for tax return pre rs to play a role in promoting compli- 
ance with the recordkeeping rules. Therefore, we urge this Committee to retain the 
DRA rules relating to tax return preparers. 


SUMMARY 


The Treas Department is willing to work with this Committee to develop rea- 
sonable recordkeeping rules for taxpayers to substantiate the business use of vehi- 
cles. We urge that the Committee recognize the importance of retaining a require- 
ment that a taxpayer maintain sufficient contemporaneous records substantiating 
his right to claim deductions for the business use of a vehicle. 


Chairman RosTeNKowskKI. Thank you, Mr. Secretary. 
Commissioner Egger, you may proceed. 


STATEMENT OF HON. ROSCOE L. EGGER, JR., COMMISSIONER OF 
INTERNAL REVENUE 


Mr. Eacer. I would like to put in some perspective here if I 
can—part of the problem we have heard earlier this morning about 
going back to the earlier rules. 

Before the amendments of the 1984 act, taxpayers could deduct 
their expenses for business use of automobiles only to the extent 
they could establish the nature and the extent of the business use. 
The types of records required to substantiate the use of automo- 
biles varied depending upon whether the travel was “away from 
home” or “local.” Expenses for travel away from home were re- 
quired to be substantiated under 274(d) by adequate records or by 
sufficient evidence corroborating the taxpayer’s own statement. 

On the other hand, local travel expenses were subject to the 
more general substantiation rules of section 162. Under section 162, 
a taxpayer may deduct ordinary and necessary expenses incurred 
in carrying on a trade or business, but bears the burden of proving 
the amount of an expense and its business purpose. 

The courts, however, have consistently denied deductions when 
taxpayers have failed to provide proof of expenses for business use 
of automobiles. And a number of the cases that I would like to 
draw to your attention are cited in my complete statement. 

Despite the longstanding rules regarding the need to substanti- 
ate expenses, problems remained in the substantiation area. These 
porns frequently took the form of overstated proportions of 

usiness usage of automobiles. While the Service does not have any 
nationwide compliance project to check specifically on automobile 
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substantiation, we do have some specific data available on the 
issue. This data comes from recent Taxpayer Compliance Measure- 
ment Program surveys, and from the Statistics of Income reports, 
as well as selected cases which are currently under examination in 
the field. Let me briefly review some of this information for you. 

The Service conducts a Taxpayer Compliance Measurement Pro- 
gram to measure taxpayer compliance with the tax laws and the 
regulations. This long-range enforcement and research effort meas- 
ures total compliance and the major characteristics of compliance 
as well as noncompliance. In addition, this information is used to 
formulate the return criteria which we use to select returns for ex- 
amination. A TCMP survey of individual tax returns filed on forms 
1040, 1040A, or 1040EZ is conducted every 3 years. The individual 
survey is based upon a stratified random sample of about 50,000 
filed returns that are representative of the entire filing population. 
Returns selected for the TCMP survey undergo a comprehensive 
examination of every line item on the return in order to determine 
its accuracy and the true tax liability. The most recent data avail- 
able are for tax year 1979. Tax year 1982 data will be available in a 
few months. 

The most recent TCMP data involving automobile expenses 
shown on schedule C, which is the profit and loss from business, 
indicate that about 5.5 million taxpayers claimed nearly $10.6 bil- 
lion in automobile expenses; 48 percent of the 5.5 million taxpayers 
who claimed automobile expenses made errors on their returns; 1.8 
million taxpayers overstated their automobile expenses by more 
than $1.4 billion, while somewhat less than 1 million taxpayers un- 
derstated deductions by about $400 million. 

Another way these expenses find their way into the tax returns 
is by way of form 2106, which is the form used by employees for em- 
ployee business expenses. In 1979, 5.8 million individual taxpayers 
claimed a total of $10.7 billion for employee business deductions. 
This line item includes all expenses listed on form 2106, which in- 
clude all employee business expenses, such as automobile expenses 
and other travel expenses. Of that amount, the amount of overstated 
deductions was $2.8 billion. Another group of taxpayers understat- 
ed their allowable expenses by about $700 million. 

To summarize the schedule C and form 2106 data, we estimate 
that about 50 percent of the 11.3 million returns claiming these ex- 
penses would be subject to adjustment. While we do not have cur- 
rent estimates of lost revenue resulting from the overstatement of 
expenses, our data indicates that taxpayers claimed something over 
$3 billion in excess tax benefits. 

But the numbers tell only part of the story. As tax administra- 
tors, we must face the problems of substantiation of expenses on a 
daily basis. In examination after examination, our agents and ex- 
aminers are faced with records which fail to show the extent of 
business or personal use. Even worse, we frequently find that tax- 
payers simply keep no records at all. In these cases we are forced 
to deal with what the Joint Committee on Taxation has identified 
as “after-the-fact optimistic estimates—based on inexact recollec- 
tion.” Not surprisingly, significant compliance problems continue. 

In order to show you the kind of problems the IRS employees 
face in this area on a day-to-day basis, we contacted several of our 
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regions for their firsthand experiences. These responses are indica- 
tive of the type of problems that are typically seen. 

In one, during 1983 and 1984, a district completed examinations 
of 937 employees of one large corporation. These individual cases 
were selected because the issue was identified during the audit of 
the corporation. Managerial, administrative, and field employees 
were supplied automobiles by the corporation, which also paid all 
operating expenses for the vehicles. No employee recordkeeping 
was required by the corporation regarding personal versus business 
use of the automobiles. The examination issue was whether to in- 
clude the fair rental value and operating expenses for the personal 
use of the automobiles in gross income of the employees. As a 
result of these examinations, the Service made adjustments in 92.6 
percent of the cases. The average adjustment per return was $846, 
and the combined total of additional assessments was over 
$800,000. 

In a second example, a district had several large corporate cases 
with auto expenses issues. In one instance, the use of luxury cars 
by a company’s officers resulted in adjustments of more than 

0,000. In another case, personal use of automobiles by officers 
resulted in an adjustment of $65,000. 

In a third example, the districts in one region identified a mini- 
mum of 1,116 cases in process or recently closed involving taxpay- 
ers claiming 100 percent business use of automobiles. The region 
has found that, almost without exception, examinations of these re- 
turns resulted in adjustments to the amount claimed. Usually the 
taxpayer has inadequate records or none at all. Specific cases in- 
volving automobile expenses include the following: 

One large corporate exam resulted in $35,000 in additional em- 
ployment taxes for the personal use of corporate automobiles. 

Another, a family professional corporation claimed 100 percent 
business use of three automobiles. Our examination resulted in the 
disallowance of deductions for one automobile and substantial re- 
duction in business use of the other two. The total adjustment here 
was $16,000. 

Mr. Chairman, I could go on with many more examples, but I 
think you see the point that I am making here. 

Since Assistant Secretary Pearlman has described both the legis- 
lative history surrounding the enactment of the new rules and the 
regulations themselves, I am not going to burden the committee 
with further recitation of that sort. 

Mr. Chairman, we always invite taxpayers to provide the Service 
with written comments on proposed regulations. The information 
provided by the comment process generally enables us to improve 
and to refine regulations before they become final. In this instance, 
our normal procedures of publishing proposed regulations and re- 
ceiving comments prior to the issuance of final regulations was not 
followed because of the need for immediate guidance to taxpayers. 
As a result, the regulations at issue are in both proposed and tem- 
porary form. We urge the public to provide us with comments by 
April 8, 1985. In addition, a public hearing on these regulations is 
already scheduled for April 16, 17, and 18. 

Mr. Chairman, today Assistant Secretary Pearlman and I have 
attempted to demonstrate that the Service's initial temporary and 
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proposed regulations requiring substantiation of a deduction or 
credit by ‘‘adequate contemporaneous records” were an accurate 
interpretation of the law and of congressional intent. We believe that 
a fair reading of the legislative history and the joint committee 
explanation confirms that judgment. 

As you debate this issue, I would hope that you would keep the 
fundamentals of sound tax administration clearly in mind. As you 
are aware, the income tax system in this country is based on volun- 
tary self-assessment. We depend on taxpayers to honestly and accu- 
rately assess their tax liabilities and, for the most part, the taxpay- 
ers justify the faith that we place in them. 

If we expect taxpayers to continue to warrant our faith, we must 
endeavor to assure them that the system works and the system is 
fair. If taxpayers lose their respect for the system, we can expect 
serious consequences in the area of voluntary compliance. 

While I recognize the burdens associated with recordkeeping, I 
see no realistic alternative to the maintenance of records. Records 
not only enable the tax administrator to perform its function, but 
also assure that taxpayers will receive the full amount of tax bene- 
fits to which they are entitled. 

Mr. Chairman, I will be pleased, along with Assistant Secretary 
Pearlman, to try to answer any questions you or members of the 
committee may have. 

[The prepared statement follows:] 


STATEMENT OF Roscoe L. EGGER, JR., COMMISSIONER, INTERNAL REVENUE 


Mr. Chairman and members of the committee, it is a pleasure to be here with 
Assistant Secretary Pearlman and you today to discuss regulations relating to rec- 
ordkeeping for automobiles and certain other property. 

In my testimony, I will discuss the administrative problems under prior law; the 
amendments made by Public Law 98-369, the Tax Reform Act of 1984; and our ef- 
forts to implement the law. 

With me today are several officials from the Service familiar with this issue. We 
will be available to try to answer any questions you may have at the conclusion of 
my opening statement. 


RECORDKEEPING UNDER PRIOR LAW 


Prior to the amendments made by the Tax Reform Act of 1984, taxpayers could 
deduct expenses for the business use of an automobile only to the extent that the 
could establish the nature and extent of the business use. The types of reco 
which were required to substantiate the use of automobiles varied sil wre upon 
whether the travel was ‘away from home” or “local”. Expenses for travel away 
from home were required to be substantiated under section 274(d) by “adequate 
records or by sufficient evidence corroborating .. . [the taxpayer’s] own state- 
ment’. On the other hand, local travel expenses were subject to the more general 
substantiation rules of section 162. Under section 162, a taxpayer may deduct ordi- 
nary and necessary expenses incurred in carrying on a trade or business, but bears 
the burden of proving the amount of an expense and its business purpose.'! The 
courts have consistently denied claimed deductions when taxpayers have failed to 
provide proof of expenses for the business use of automobiles.” 


1 For local travel expenses, courts have used the so-called Cohan rule (See Cohan v. Commis- 
sioner, 39 F.2d 540 (2d Cir. 1930) to approximate deductible expenses where sufficient records did 
not exist. Since the enactment of section 274(d) in 1962, the Cohan rule has not been applicable 
to travel expenses incurred by taxpayers while away from home. 

2See F.G. Tidwell v. Commissioner, 298 F.2d 864 (4th Cir. 1962) (taxpayer did not satisfy 
burden of establishing by “detailed evidence” the amount to be allocated to business and person- 
al use); Lustman v. Commissioner, 322 F.2d 253 (8rd Cir. 1963) (taxpayer was unable to furnish 
business records to substantiate extent of business use of automobile; taxpayer offered only his 
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ADMINISTRATIVE PROBLEMS UNDER PRIOR LAW 


Despite the longstanding rules regarding the need to substantiate expenses, prob- 
lems remained in the substantiation area. These problems frequently took the form 
of overstated proportions of business usage of automobiles. While the Service does 
not have any nationwide compliance project to check specifically on automobile sub- 
stantiation. We do have some specific data available on the issue. This data comes 
from recent Taxpayer Compliance Measurement Program (TCMP) surveys, from 
Statistics of Income reports, and from selected cases now under examination in the 
field. Let me briefly review some of this information for you. 

The Service conducts a Taxpayer Compliance Measurement Program to measure 
taxpayer compliance with the tax laws and regulations. This long-range enforce- 
ment and research effort measures total compliance and the major c cteristics of 
compliance and noncompliance. In addition, this information is used to formulate 
the return criteria the Service uses to select returns for examination. A TCMP 
survey of individual tax returns filed on Forms 1040, 1040A or 1040EZ is conducted 
every three years. The individual survey is based upon a stratified random sample 
of copraximately 50,000 filed returns that are representative of the entire filing pop- 
ulation. Returns selected for the TCMP survey undergo a comprehensive examina- 
tion of every line item on the tax return in order to determine its accuracy and the 
true tax liability. The most recent data available are for tax year 1979; tax year 
1982 data will be available in a few months. 

The most recent TCMP data involving automobile expenses shown on Schedule C, 
Profit or (Loss) from Business or Profession, indicate that approximately 5.5 million 
ary enna claimed almost $10.6 billion in automobile expenses. Forty-eight percent 

e 5.5 million taxpayers who claimed automobile expenses made errors on their 
returns: 1.8 million taxpayers overstated their automobile expenses by over $1.4 bil- 
lion ‘hind somewhat less than 1 million taxpayers understated Gecuchons by $434 


‘Another way these expenses find their way into tax returns is by way of Form 
2106, aera Business Expenses. In 1979, 5.8 million individual ers claimed 
a total of $10.7 billion for employee business ae deductions. (This line item in- 
cludes all expenses listed on Form 21062 which include all employee business ex- 
poe such as automobile expenses and other traveling expenses for meals and 
odging.) Of that amount, the amount of overstated deductions was $2.8 billion. An- 
other group of taxpayers understated their allowable expenses by $700 million. 

To summarize the Schedule C and Form 2106 data, we estimate that approximate- 
ly 50% of the 11.3 million returns claiming these expenses would be subject to ad- 
justment. While we do not have current estimates of lost revenue resulting from the 
overstatement of expenses, our data indicate that taxpayers claimed well over $3 
billion in excess tax benefits 

The numbers tell only part of the story. As tax administrators we must face the 
problems of substantiation of expenses on a daily basis. In examination after exami- 
nation, our examiners are faced with records which fail to show the extent of busi- 
ness or personal use. Even worse, we frequently find that taxpayers simply keep no 
records at all. In these cases we are forced to deal with what the Joint Committee 
on Taxation has identified as ‘“after-the-fact, optimistic estimates . . . based on in- 
exact recollection.” Not surprisingly, significant compliance problems continue. | 

In order to show you the kinds of problems IRS employees face in this area on a 
day-to-day basis, we contacted several of our regions for their first-land experiences. 
These pe are indicative of the type of problems that are typically seen. 

Example 1: During 1983-1984, this district completed examinations of 937 employ- 
ees of a large corporation. These individual cases were selected because the issue 


testimony); Corr v. Commissioner, 77 T.C. 1096 (1981) (taxpayer kept no “specific records” as to 
the business use of his automobiles; the lack of records prevented the court from ening 
the amount of the allowable deductions with reasonable accuracy); Hynes v. Commissioner, 7 
T.C. 1266 (1980) xeeyer s testimony unsupported by any other evidence was not sufficient to 
establish that the automobile expenses were incurred for business purposes); Bussararger v 
Commissioner, 52 T. C. 819 (1969) (ta (taxpayer’s failure to maintain mileage or expense records re- 
sulted in determination that taxpayer failed to establish extent of business sever claimed). 

*In order to better understand the portion of these adjustments that ey a pace s 
inadequate records relating to automobile expenses, we took a quick sample of Yen ae 

analyzed the work papers associated with these cases. This smal! sample shows that 70 70% ¢ ef 

Form 2106 expenses that were adjusted related to automobile expenses. Further, about 40% of 
the nts were made because tax paepeyere were unable to show that they used their vehicles 
for business purposes. Although this info 


rmation is based on a random sample, it should not be 
statistically precise. 
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was identified during the audit of the corporation. Managerial, administrative, and 
field employees were supplied automobiles by the corporation, which also paid all 

ting expenses for vehicles. No employee recordkeeping was required by 
the corporation regarding versus business use of the automobiles. The ex- 
amination issue was whet. to include the fair rental value and operating ex- 
ee eae re ee ree ee ee ee ee ee 
As a result of these examinations the Service made adjustments in 92.6% of the 
cases. The average adjustment per return was $846 and the combined total of addi- 
tional assessments was ,000. ; 

Example 2: Another IRS district had several large corporate cases with auto ex- 
pense issues. In one instance the use of luxury autos by a company’s officers result- 
ed in adjustments of more than $240,000. In another instance the personal use of 
automobiles by officers resulted in an adjustment of $65,000. This district has at 
least one additional large case currently pending. 

Example 3: The districts in one region identified a minimum of 1,116 cases in 
be fg or recently closed involving taxpayers claiming 100% business use of auto- 
mobiles. The region has found that, almost without exception, examinations of these 
returns result in adjustments to the amount claimed—usually for lack of records. 
Specific cases involving automobile expenses include the ene 

A large corporate examination resulted in $35,000 in additional employment taxes 
for the personal use of corporate automobiles by executives. 

A family professional corporation claimed 100% business use of three automo- 
biles. Our examination resulted in the disallowance of deductions for one automo- 
bile ond | eatin reduction in business use of the other two. The total adjustment 
was $16,000. . 

A professional corporation claimed 100% business use of its automobiles. Our ex- 
; amination resulted in $4,000 in additional tax to each of the professionals. 
‘Example 4: A sampling of cases from another region involving automobile expense 
adjustments had the following results: 


Amount claimed on tax return soe a Reason for adjustment 
83 D0: seccisisrtatsnataeaiieecinubananmannnas 0 No records. Taxpayer would not reconstruct records. 
LOD 2 isdervas tata eehsnig auhadateiawiitiens 1,203 Taxpayer reconstructed records; allowed in part. 
208 tananicust Mt deamnanenstene ae 0 No records. Taxpayer would not provide reconstructed records. 
Dh OU sccsrsisastaateneatacssns ivandistonbadee natant 0 No records. Taxpayer would not reconstruct records. 
i120 icaiiteraac si coda ninth nntaariiiis Ghana 0 Taxpayer could not show that expenses exceeded reimbursement. 
7938 scrssticnlsinitsichtoistiesninwanediieiniienia 2,850 Taxpayer had no records, but was able to reconstruct. 
D020 secetsavcaleisivrees sctanseteataiatectssenanaamuiad ucts 2,158 No records. Amount allowed based on reconstruction. 
1 teen peer eee ere enna he insider 334 Do. 
O62 5 acoso ar tasccetialasiietslauetianinnmnaae 2,158 Do. 
D170 seccisrerttcatescentatrca mm nvsetindcniseniaes 334 Do. 
O19 witratn cree aatacra walt aeananiamons 3,500 Do. 


CONGRESSIONAL ACTION 


In section 179 of the Tax Reform Act of 1984, Congross addressed the substantia- 
tion problem directly by amending Internal Revenue Code section 274 (D) to require 
that taxpayers must substantiate by “adequate contemporaneous records” any 
credit or deduction with respect to expenses governed by section 274, including what 
the code defines as “listed lt ag ’4 “Contemporaneous”, the only new word of 
significance in the law, generally is taken to mean “occurring or originating during 
the same time’. At the same time the new requirement of adequate contemporane- 
ous records was added. Congress removed from the statute the taxpayer’s ability to 
rely on the use of “other corroborating evidence.” 

ccording to the legislative history of the Tax Reform Act of 1984, this legislative 
amendment was intended to ensure that some type of record (e.g., log, diary, jour- 
nal) of the business use of listed property was made at or near the time the property 
was so used. For example, the Ways and Means Committee’s Supplemental Report 
98-432, Part 2, stated that ‘(t]he committee understands that significant compliance 


4 “Listed property” is defined in new Code section 280F(DX4), and includes (among other 
things) passenger automobiles and any other property used as a means of transportation. 
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problems exist under current law due to overstatements of the proportion of busi- 
ness use of automobiles [and also]. . . believes that an additional measure should be 
provided to assist compliance and enforcement in this area.” Further, the Commit- 
tee stated its intentions to “elevate the standard of proof’ in those instances in 
which a taxpayer claimed more than 50% business use. 

phe ay Gee Finance Committee’s report 98-169, Volume I, noted a concern that 

payers may be abusing the investment tax credit, the allowance for de- 
Blalen Reg and the deductibility of business expenses by recharacterizing personal 
use of assets as business use.’ This abuse, the Committee stated, ‘“undermine{d] 
public confidence in the fairness of the tax laws and in the ability of the Internal 
Revenue Service to adequately enforce those laws.’’ Thus, the Committee recom- 
mended that ony Selena ra records reflecting . [the] business and per- 
ssa use of tangible property . . .” would be sufficient to substantiate deductions of 
credits. 

The Conference Committee’s report 98-861 contains perhaps the most succinct 
statement of Congress’ intent in this area. The Conferees adopted the rule that tax- 
payers are required to substantiate the business use of “listed property” by ade- 
quate contemporaneous records. The Conferees expected that those records would 

“reflect with substantial accuracy the business use of the property.” Those records, 
ie oer explained, must indicate “the business purpose of the expense or use, 

viehatl purpace is clear from the surrounding circumstances.” They also 
ae that with respect to automobiles, “logs recording the date of the trip and the 
mileage driven for business purposes must be kept.” 

Finally, the general explanation of the Tax Reform Act of 1984 prepared by the 
staff of the Joint Committee on Taxation (JCS-41-84) and released after publication 
of the regulations issued in October echoes the requirements noted in the Confer- 
ence Committee’s report especially with respect to the Congressional intent in pass- 
ing the current recordkeeping requirements. The Committee staff indicated Con- 
gress’ concern that “significant noncompliance under prior law . . . [resulted] from 
the overstatement of deductions and credits related to the business use of automo- 
biles and other property that typically is used for personal purposes.” The Joint 
Committee report stated the problem with “after-the-fact optimistic estimates of 

. [business] use based on inexact recollection” prompted the Congress to change 
the law because the ‘ ‘requirement of prior law that adequate records be kept was 
ne observed uniformly. ” For those reasons, the Staff noted, ‘Congress believed that 

. [was] appropriate to require that contemporaneous records must be kept as a 
soda. of claiming deductions with respect to this property.” 


SERVICE EFFORTS TO ADMINISTER THE LAW 


One of the key steps in the process of implementing any new tax law is the issu- 
ance of regulations. In this case, the IRS’ temporary an proposed regulations on 
substantiation through “adequate contemporaneous records’ appeared in the Feder- 
al Register of October 24, 1984. Generally, those regulations— 

Defined the term “adequate contemporaneous record’ as a log, journal, diary or 
other similar record. 

Provided that separate entries for each use must indicate the name of the user, 
the date of the use, the purpose of the use, and the miles driven or time expended. 

Noted that log entries were only required for the business use of the property 
when the personal use may be determined without the necessity for a separate 
entry. For example, an automobile’s overall use can be determined from odometer 
readings at the beginning and end of each taxable year. Thus, a taxpayer’s record of 
ony business use would suffice. In all other cases, entries for each use must be 
made. 

Stated that these log entries must be made at or near the time the property is 


Provided that certain prope perty used as a means of transportation is not “listed 
property,” quae thus not subject to the requirement to keep adequate contemporane- 
ous records, because it is ordinarily not susceptible to personal use. Examples of this 
property include forklifts, cement mixers, and trucks designed for specific business 
purposes, such as a refrigerated delivery truck. 

On Feb 20, 1985, the Service supplemented the October 24 regulations by the 
publication o revised temporary and proposed regulations. Generally, the regula- 
tions as supplemented permit taxpayers to satisfy the recordkeeping requirements 
by single entries for round trips and periods of interrupted business use. For exam- 

le a person making a series of deliveries at different locations which begins and 
ends at the business premises and which may include a stop at the business prem- 
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ises in between two deliveries, may account for these activities with a single entry 
in a log or other record. Likewise, a salesperson away from home for several days on 
a business trip may make a single entry in a log for the entire trip. De minimis 
personal use, such as a stop for lunch on the way n two business stops, is not 
considered any interruption in business use. Also, in the case of Se 
automobiles, the regulations permit the employer to rely on the employee’s summa- 
ry statement if that statement is based on “adequate contemporaneous records’. 

The regulations also provide the following four special rules when the recordkeep- 
ing requirement will be eliminated or substantially reduced: 

1. Farm vehicles. If a taxpayer’s gross income from the business of farming ex- 
ceeds 70 percent of the taxpayer’s income from all sources (excluding passive 
investment income), two methods of recordkeeping are available with respect to ve- 
hicles that are regularly used directly in connection with the business of farming. 
The first option is that the taxpayer may keep records of the personal use of a vehi- 
cle. Alternatively, if the vehicle is designed primarily for commercial use (such as a 
truck) the taxpayer may treat 80 percent of the use as business use and 20 percent 
as personal use. With respect to any other vehicle (such as an automobile) the tax- 

yer may treat 70 percent as business use and 30 percent as personal use. It should 

noted, however, that adequate contemporaneous records need not be kept for spe- 
cial-pu farm vehicles, such as tractors and combines, since those vehicles are 
ordinarily not susceptible to personal use. 

2. No personal use. Employers (including sole proprietorships and partnerships) 
who use vehicles in a trade or business need not keep logs if the vehicles are owned 
or leased by the employer and made available for use by one or more employees for 
business purposes. When not used in the employer's business, the vehicles must gen- 
erally be kept on the vious business premises. Also, the employer must have a 
policy against use of the vehicles for personal purposes (other than de minimis per- 
sonal use, such as a stop for lunch). 

3. Commuting. Employers (including sole proprietorships and partnerships) who 
for business reasons require employees to use business vehicles for commuting are 
generally not subject to the recordkeeping requirement so long as the only personal 
use of the vehicles is for commuting (other than de minimis personal use such as a 
stop for lunch or a stop for a personal errand on the way home), such use is not by 
an officer or one-percent owner of the employer, and amounts are included in em- 
ployees’ income to reflect the use of vehicles for commuting. 

4. Sales and service. Taxpayers who spend most of a normal business day using a 
vehicle to make several stops in connection with the employer’s business, for exam- 

le, to call on customers or clients, to make deliveries, or to visit job sites, may satis- 
the recordkeeping requirement in one of two ways. First, they may keep records 
of the personal use of a vehicle. Alternatively, if the vehicle is an automobile (or 
otherwise designed primarily for personal use) the taxpayer may treat 70% of the 
use as business use and 30% as personal use. If he vehicle is designed primarily for 
commercial use, the taxpayer may treat 80% of the use as business use and 20% as 
personal use. However, these rules are not available to taxpayers who customarily 
spend most of a normal business day in an office or similar setting. 


COMMENTS AND THE REGULATORY PROCESS 


We always invite taxpayers to provide the Service with written comments on pro- 
posed peculations. The information provided by the comment process Sg bes en- 
ables us to improve and refine regulations before they become final. In this in- 
stance, our normal procedures of publishing proposed regulations and receivi 
comments prior to issuance of final regulations was not followed because of the n 
for immediate guidance to taxpayers. As a result, the regulations at issue are in 
both proposed and temporary form. We urge the public to provide us with comments 
by April 8, 1985. In addition, a public hearing on these regulations has been sched- 
uled for April 16, 17, and 18. 


CONCLUSION 


Mr. Chairman, today I have attempted to demonstrate that the Service's initial 
temporary and proposed regulations requiring substantiation of a deduction or 
adit by “adequate contemporaneous records” were an accurate interpretation of 
the law and of the Con 10nal intent. We believe that a fair reading of the legis-. 
lation history and the Joint Committee Explanation confirms our judgment. 

As you debate this issue, I would hope that you keep the fundamentals of good tax 
administration clearly in mind. As you are aware, the income tax system in this 
country is based on voluntary self-assessment. We depend on taxpayers to honestly 
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and accurately assess their tax liabilities and, for the most part, taxpayers justify 
the faith ‘hats we place in them. 

If we expect taxpayers to continue to warrant our faith, we must endeavor to 
assure i that the system works and the system is fair. If taxpayers lose their 
respect for the system we can expect serious consequences in the area of voluntary 
compliance. 

The issue of personal use of business property has never been one of pure tax rev- 
enues. Instead, it is an issue that is driven by questions of fairness. the average tax- 
payer sees the lawyer, doctor, or accountant (and I am a member of two of those 
professions) drive to the Kennedy Center in a luxury automobile paid for with tax | 
deductible dollars. To the extent that our substantiation rules permit highly visible 
abusive case to exist, we will see the consequences. 

While I recognize the burdens associated with recordkeeping, I see no realistic al- 
ternative to the maintenance of records. Records not only enable the tax adminis- 
trator to perform its function, but also assure that taxpayers will receive the full 
amount of tax benefits to which they are entitled. 

My associates and I will be pleased to try to answer any questions you or the 
other Members may have. 


Chairman RosTteNKOwskKI. Thank you, Mr. Commissioner. 

Some people seem to believe that the level of compliance with 
prior law was low. Was this a problem of inadequate resources for 
the Internal Revenue Service or a lack of focus by the Service? Or 
was the problem with basic statutory provisions? 

Mr. Eccer. Well, I think it is a little of all three of those, Mr. 
Chairman. I think in view of the effort to reduce the costs of Gov- 
ernment, we have reduced the resources placed in the enforcement 
areas to a minimum, and we are auditing fewer tax returns percen- 
tagewise than we have in the past. By the same token, a part of 
the problem, and a very large part of the problem that we encoun- 
ter in this particular instance, is the lack of any kind of records. 
Time after time, our examiners go out to examine the tax return 
and find that the taxpayer does not have anything except an esti- 
mate of some sort. And then they sit and pour over diaries and a 
whole lot of other things trying to arrive at a satisfactory conclu- 
sion. Whereas, if the taxpayer had records, a reasonable review of 
those records could ascertain that they are adequate and then they 
could be accepted. 

Chairman ROSTENKOWSKI. You observed the reaction this morn- 
ing, Mr. Commissioner. The clarion call here is to repeal even what 
existed prior to these regulations. 

Actually, I had the worst Christmas of my life. Evidently the ac- 
countants told everybody around December 1 about the records 
that had to be kept. I could not go anywhere during the Christmas 
holidays where I was not almost physically attacked about the pro- 
posed regulations. 

I am sure that the committee will review this and be sensitive 
about the Treasury’s problems. However, I think that if a repeal 
bill was reported to the House floor tomorrow, it would pass over- 
whelmingly. And that, of course, is what your concern is. _ 

Mr. Eccer. I think what I am saying is that repeal does not 
solve the problem. It may lull the public into some kind of quie- 
tude, but it is not going to solve the problem. It is still with us. We 
have still got the difficulty of ascertaining that a deduction is the 
proper deduction. 

Chairman Rosrenkowsk!. Secretary Pearlman, are there any 
revenue estimates with respect to the additional compliance antici- 
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pated by these regulations? Are there any estimates of the revenue 
that could be picked up? 

Mr. PEARLMAN. Are you saying under the law as enacted? 

Chairman ROSTENKOWSKI. Yes. 

Mr. PEARLMAN. In 1984? 

Chairman RosTENKOwSKI. As presently interpreted. 

Mr. PEARLMAN. We are trying to do a revenue estimate now, Mr. 
Chairman. We are trying to go back and assume we were to repeal, 
go back to pre-1984 from the current regulations. And we have not 
finished that. But my guess is that that revenue will be somewhere 
between $100 and $200 million a year, although we just do not 
have a number at this point. 

Chairman RosTtENKOWSKI. That is a lot of aggravation for that 
kind of money. 

Mr. PEARLMAN. I do not think this is just a revenue issue. Let me 
say that I think that hopefully both the Commissioner and I have 
conveyed as much of the concern that is being expressed by others 
because we are sensitive to that. And we cannot cavalierly sit here 
and say simply because people are upset, that we are going to duck 
our heads in the sands and not listen to that. We are sensitive and 
we try to reflect that in the changes we made in the regulations 
and, hopefully, we have reflected that in our comments this morn- 
ing. 

Unfortunately, not too many people come and say, hey, there is 
another side, and I think we have a commitment to do that. But 
this is much more than a revenue issue. I think this is another one 
of the areas in the tax law where we talk about the problem of 
fairness and perception and how people perceive the tax law oper-: 
ating. 

Chairman RosTtENKOwsKI. I admit, Mr. Secretary, that when 
people discussed with me the new recordkeeping requirements 
under your proposed regulations, I was surprised with the lack of 
understanding on the part of taxpayers with regard to prior record- 
keeping requirements. That really surprised me. So I can under- 
stand, Mr. Commissioner, what your problems are. 

Mr. Commissioner, on another subject—and I know that my staff 
suggested to your staff that I would ask this question because it 
has been posed to me. 

Mr. Commissioner, the proposed regulations on airplanes would 
value the use of a company plane on a personal trip as the value of 
chartering an equivalent aircraft 

Did you consider any less onerous valuation standards and, if so, 
could you explain your reasons for rejecting them? 

I have been asked by many people in the corporate world about 
the three times first-class fare valuation rule and the effect of a 
spouse’s travel or the spouse of a corporate executive. Would you 
explain that? 

Mr. Eaccer. Right. The decision to use the charter rate as the 
amount of income to be attributed to the user of the company air- 
plane was made simply because if the individual went out to a com- 
mercial airport and chartered an airplane to take him from one 
place to the other, that is the price he would pay. And those fig- 
ures are pretty well known. And mind you, we only apply that in 
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the case where the trip is purely a personal trip and not a business 


trip. 

in all of the business trip cases, to the extent there is any per- 
sonal use concurrently with the business use of the aircraft, we use 
either a multiple of the first-class fare in some cases or coach fare. 

Mr. RANGEL. I am sorry. If the business plane is on a business 
trip and there is an empty seat. And the person that occupies the 
pereone seat is traveling for personal reasons, is that when 
that—— 

Mr. Eccer. That is coach fare. We call it the hitchhiker situa- 
tion, and in any case where the person goes for purely personal 
reasons because the plane is going there anyway, then the most 
that is attributed to them is coach fare. 

Mr. RANGEL. I see. 

Mr. PEARLMAN. Leaving this question of valuation, leaving the 
question of the dollar amount of the valuation aside, it is fairly 
clear, Mr. Rangel, that you have to look at the value of the benefit 
to the person receiving it. And then you get into the question of 
how much that value is. : 

We have heard, as I presume you have from your question, com- 
ments about the valuation in the airplane area. And I think that is 
a good thing about the regulations process. People are commenting. 
We have had people come in from the industry and from business- 
es that use corporate aircraft, and they have submitted comments. 
And they are going to testify at that hearing. And that is an area 
obviously that we are going to have to look at. 

Mr. ER. I would hope that people will give us their com- 
ments. 

I ha? occasion to meet with several of the Members over here a 
few we. ‘8 back, and that is exactly what I explained to them at 
the time, by all means we want that comment. That is the whole 
point of the comment period and the hearings. And we are delight- 
ed to have any information that they can give us. 

And those areas can be reconsidered. They are not set in con- 
crete. 

Chairman RosTENKOWSKI. I am glad to hear that. 

Mr. Gibbons will inquire. 

Mr. GIBBONS [presiding]. I realize we have got a serious problem 
on our hands. And like the chairman, it was rather visible at 
Christmas with all the Spray asking you over and over again when 
are you going to get rid of this terrible intrusion upon my privacy? 

And something that I have enjoyed most of my business life, and 
it takes an exorbitant amount of time to explain to them all the 
things that you covered here. And when you get through explain- 
ing them, it does not do any good. 

One constituent came up with an idea that I will just try it on 
you because he asked me to, and that is that you make this a self- 
enforcement, give them a safe haven, sell them a bumper sticker or 
something to put on the back of their car, “This car is being used 
for business purposes.” And if they display that bumper sticker 

rominently and permanently on their car, they have got a safe 
haven It is self-enforcing then, you know. 

Did you ever think about doing anything like that? 

Mr. ER. I would imagine there—— 
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Mr. Grssons. It could be a pretty bumper sticker, red, white, and 
blue, and this car is at work and so am I, and—— 

[aughter. 

Mr. EacceEr. I can believe, Mr. Gibbons, there would be a fairly 
good market for those bumper stickers. 

Mr. GIBBONS. Well, it would make it very easy then to check. 
You could just go to the golf club on the weekend and take down 
the bumper stickers, and it would be a lot easier. They would not 
have to keep all their contemporaneous records. It would be a self- 
enforcing type thing. 

If the car was not actually being used for business purpose, I am 
sure then they would leave it in the garage. 

Did you give any kind of consideration before you drew these 
very complex regulations to my constituent’s simple suggestion? 
Did you ever think about that? 

Mr. EacceEr. Not really. [Laughter.] 

Mr. GrBBons. I will not comment further then. 

But obviously we have got a problem that must be solved. 

Mr. Eaccenr. I appreciate that. 

Mr. Grpsons. Thank you very much. 

Mr. Duncan. 

Mr. DuncaN. Thank you, Mr. Chairman. 

Have you made any estimate of the number of taxpayers who 
may be exempted from the recordkeeping requirements as a result 
of the recent Treasury modification? 

In addition, could you indicate the number of taxpayers you 
think would still be required to keep records as compared with the 
number who were claiming automobile expense deductions in 1984? 

Mr. Eccer. Mr. Pearlman, would you like to reply? 

Mr. PEARLMAN. Mr. Duncan, the first part of your question, and 
that is the number of people who might be excluded from the rec- 
ordkeeping rules as a result of the revised regulations, obviously is 
a tough one to get a handle on. 

The best estimate, and it is only an estimate at this point, is ap- - 
proximately 75 percent of the taxpayers who would either use cars 
that are eligible for deductions for business use or who owned cars 
for which they take deductions, I think we will get a better handle 
on that number as the hearing process continues, that is, as people 
come in and tell us what problems they have and what kind of em- 
ployee groups are still impacted by the rules. 

But our judgment is that it is a very substantial percentage. I 
say as best we can tell at this point, it is approximately 75 percent. 

Mr. Eccer. Many of the ones who would qualify under our safe 
haven rules that are in the temporary regulations are the big fleet 
operators and involve very large numbers of individuals using auto- 
mobiles. So we think it is a fairly sizable number. 

Mr. DUNCAN. Have you given any thought or did you give any 
thought to exempting—you were talking about the large fleet oper- 
ators—companies or individuals who have just one car, three or 
four cars? 

Mr. PEARLMAN. I think one of the misimpressions of this regula- 
tion is that the rules that exempt large fleet operators do not 
exempt people with one car or several cars as well. It is not a large 
business versus small business rule. 
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Now, one can quarrel about whether the safe harbors go far 
enough. And people have told us they do not. But, for example, the 
safe harbor that says that if you use your car most of the time in 
your business in making deliveries; for example, a salesman or a 
service person works for an office equipment company, someone 
like that, it does not make any difference whether they are self- 
employed or whether they work for the largest company in the 
world. They have that safe harbor available to them. 

So we did not try to draw distinctions between large businesses 
and small businesses, or businesses with a few cars or a thousand 
cars. And they apply equally to all of those people. 

Mr. DuNcAN. But you did single out the fleet operators? 

Mr. PEARLMAN. No, we really did not. 

I think what the Commissioner—and I do not want to put words 
in his mouth—was saying is that many of the criticisms we got 
were from people who were employees of businesses that have 
large numbers of salesmen. For example, utility companies with 
large numbers of people who use company cars every day to service 
the customers of the utility company. 

But we did not draw a fleet company rule. The only rule in this 
regulation that seeks to draw that kind of line is the safe harbor 
rule in terms of commuting value. And it puts a restriction on 
what we think is a very favorable rule on how much someone in- 
clude in income if they wish on an elective basis as the value of 
commuting. And it is restricted so it does not pick up the chief ex- 
ecutives and the higher compensated employees of larger or small- 
er companies. But we did not make a large versus small company 
distinction. 

Mr. Duncan. Have you thought about the reason you did not get 
complaints from the smaller people, like the carpenter or the 
painter who goes out in his own? You just did not have the facili- 
ties to hear complaints. 

Mr. PEARLMAN. Well, I would hope, Mr. Duncan, that we dealt 
with a lot of those people. Maybe they do not realize it at this 
point, but I hope our safe harbor rules have dealt with those and 
have relaxed the rules for those people. 

But I think that is part of the educational process. I think we 
have got to continue to learn and make sure that we are sensitive 
that people—I think what we should all want to get are people who 
really are legitimately using their cars in their businesses and 
their occupations, and their general pattern of operation would 
document that, to try to relax the recordkeeping for them as much 
as we possibly can. 

Mr. DuNCAN. Fine. 

Commissioner Egger, have you made any estimate of the impact 
which the new automobile recordkeeping rules are going to have 
on the IRS workload? 

Mr. EGGER. Well, it should make our examination process a great 
deal easier, Mr. Duncan. As things stand now, when we go out to 
examine returns that have that issue on them, we are typicall 
having to pour over a great many disjointed types of records, auch 
as appointment books or diaries or, for that matter, just kind of 
nondescript things, simply because the taxpayers do not keep an 
orderly set of records, or they have no records at all. They merely 
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estimate what percentage they use their car for business, and then 
it becomes a debate back and forth of whether any estimate is any- 
where near right. 

The records should save us considerable time in our examination 
process. 

Mr. Duncan. Has the IRS done any estimate of the extent to 
which you believe the taxpayers were overreporting car expense 
deductions under the prior law? 

Mr. EaGeEr. Yes. In my testimony, I just finished saying we did 
not have.a national nationwide project, but that putting together 
the schedule C data from our TCMP surveys and the 2106 informa- 
tion together with current experience in the exam process leads us 
to think that it is somewhere around $3 billion a year. 

Mr. DuNcAN. Have you explored the extent to which really a 
more vigorous audit coverage could be used as a substitute for the 
changes that were made in the 1984 act? In other words, could we 
achieve the same benefits requiring taxpayers to substantiate their 
automobile deduction by making audit changes or modifying the 
ways in which the tax forms currently provide for the reporting of 
deductions? Could we do the same thing in some other way? 

Mr. Eacer. I think that the answer to it clearly lies in this 
sense, that if we expanded our audit coverage in this particular 
area, it would clearly involve collecting larger amounts of revenue 
and doing away with some of this overstatement. But I think there 
is a very definite cost benefit to be looked at here from the stand- 
point of how we use the limited resources. 

Mr. Duncan. How about modifying the form, the tax form itself? 

Mr. Eacer. We take a very hard look at each and every line item 
and each and every item of deduction on those return forms every 
single year. We hold hearings around the country to get input from 
the public as well as from professionals. We make every effort to 
see whether there is some way that we can improve the forms. 

I do not know if we have had any particular project to look pre- 
cisely at this issue. But we would areey | be glad to do it. 

Mr. Duncan. I thank you both. And thank you, Mr. Chairman. 

Mr. Forp [presiding]. The Chair will recognize Mr. Anthony. 

Mr. ANTHONY. Thank you, Mr. Chairman. | 

Commissioner Egger, before I ask any questions, I would like to 
say a word of thanks. I have been watching your public service pro- 
grams regarding tax forms and I think it is extremely well done. 
You are to be commended for it. I think the public is benefiting 
from this service and hope it will be continued. 

Mr. Eccer. Thank you. 

Mr. AntTHONY. And I would also, to both of you, like to commend 
you for the attitude which you displayed when you came in here. 

The first comment I made to my friend, Mr. Flippo, is that even 
under these adverse conditions, at least Mr. Pearlman came in 
with a sense of humor. 

But throughout your testirnony you acknowledge that there has 
‘been problems for 20 years; that there were some changes made in 
1984, and that you have heard from Members of Congress regard- 
ing the public outcry as to the proposed IRS regulations. 

Your attitude has been one of compromise and I think, is very 
beneficial to the process. And I want to thank you for that. 
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My personal position would be that we should go ahead and 
repeal this section. And the reason I am for repeal is not that I 
want to go back to abuses in the Tax Code. I think what we have 
done, No. 1, is brought enough attention to this noncompliance 
problem that everybody out in corporate. America has started to 
clean up their act. 

I have had two comments as I have gone around my district and 
around the country. 

One is total outrage from small businessman. People walking up 
and saying this is ridiculous, I am not going to do it, if you have to 
you can just throw me in jail, I am just absolutely horrified by it. 
And you try to rationally explain to them the rationale behind 
these regulations. And they say, look, I do not want to abuse the 
law, I just want more reasonable reporting requirements. 

On the other hand, corporation executives admit they could not 
risk an audit, and if it were audited would have to pay additional 


es. 

I think what we have done by highlighting this issue is force a 
lot of companies to go in and reexamine their own operation. And 
they have cleaned up, many abuses. I think what we are down to 
now is trying to find some way to help those people who are truly 
using these vehicles for business from being overburdened with 
regulations. 

I guess I have two problems with anything other than total 
repeal. One, the admission that we have had a noncompliance 
problem for 20 years and did nothing about it; and, two, the word 
“contemporaneous.” 

Maybe we could go back and use a more liberalized version of 
contemporaneous. Contemporaneous maybe being every 6 months. 

All you really need to do is require taxpayers to keep sufficient 
enough records so that IRS creditors can easily check for accuracy 
and compliance. 

I think we have got to compromise with taxpayers so that they 
do not feel like they are terribly overburdened. 

So what I would suggest is that we go ahead and repeal this sec- 
tion, tell the public that we heard you, and go back to the old law. 
At the same time we need to stress the point that some form of 
records will have to be kept. Logs, calendar, diaries, and other ma- 
terials recognized by courts should also be allowed as evidence. 

So I would encourage you to keep thinking in these terms. 


In my final few seconds, I would like to touch on a couple of --- 


other areas. 

I happen to come from a very rural section of the country. We 
have a lot of oil and gas well servicing people. They are not driving 
Mercedes and they are not driving Jaguars. They are driving these 
big old ugly looking vehicles that have got a lot of equipment in 
back of them. But because of where these wells are located, they 
take these vehicles at home at night. 

Now, under your current new regulation, they are still going to 
ae to pay $3 a day for commuting. That just does not make a lot 
of sense. | 

These are people who, if they do not commute, and if they leave 
their trucks out in the oil fields will have to hop in their pickup 
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truck and rush 40 miles to the oil field to get in this other truck. 
Then possibly turn around and go back from where they just left. 

This sounds like an exaggerated situation. However, it is typical 
in my part of the country. This can also take place with electri- 
cians and plumbers. I have received a very articulate letter from a 
veterinarian in northwest Arkansas who talked about this very 
same problem. 

I would hope you will take a hard look at those situations and 
work in trying to bring some practical approach to these costs. 

Mr. Eacce_r. I think the commuting rules are some of the most 
difficult to wrestle with because of all of the examples that one can 
come up with, whether it is the power company that sends the 
company car home with the troubleshooter who may have to go out 
in the middle of the night in a thunderstorm and fix a hot wire, or 
whether it is the local policeman who takes the cruiser home and 
it sits on the curb in front of a house as a deterrent. There are so 
many of those. 

But the plain facts are that each and every instance involves the 
cost of commuting. And in the final analysis, it is a question of 
whether you allow a deduction for commuting. Nobody else can get 
it. And if you have—— 

Mr. ANTHONY. I have a solution to that. 

Rather than saying it has to be the employer’s place of business, 
let the employer establish two places of locking his vehicle up. Let 
the employer take the vehicle home and lock it up in his driveway, 
without being taxed, with the understanding that he not get in it 
and drive all over town. I do not know of a lot of people who would 
want to go on a vacation in an oil well rig anyway. Maybe you had 
peur come down and take a look at them and see what they look 

e. 

I think we can and should establish some new definitions regard- 
ing commuting. 

Mr. EcceEr. I appreciate your point, and I am very, very con- 
scious of it. But the fact remains that this person gets back and 
forth from work to home on a before-tax basis, whereas his neighbor 
gets to and from his job on an after-tax basis. 

Mr. ANTHONY. What would be the cost of just totally repealing 
commuting costs and saying that commuting cost is part of doing 
business, which it actually is? | 

Mr. PEARLMAN. Remember, when you start talking about com- 
muting that way, you are then talking about the deductibility of 
bus fares, cab fares. It is not just vehicles. 

One of the problems with the whole issue of commuting, and as 
you point out, Mr. Anthony, it is a tough issue, it is conceptually a 
tough issue. 

Mr. ANTHONY. What would be the cost if we let everybody do it? 
I am not opposed to it. I think the Secretary ought to have the 
right to deduct their expenses as much as the president of the com- 


r. PEARLMAN. I could not begin to estimate that without going 
back and doing some homework. : 
I just wanted to point out the issue is much broader than just 
driving a car back and forth. We are talking about a lot more 
people than that. 
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Mr. ANTHONY. I agree. ee Septal remeber ice 
port of them too. I am not just e care of the electri- 
cians and the plumbers and the oil fie ae worker. I think they have 
got a good case, and we ought to take a hard look at it and see if 
we can change the code to make that some type of a nontaxable 
fringe benefit and/or an ordinary business expense. 

I would like to see some numbers generated to see what the cost 
is. This would have to be considered a true level playing field, and 
we would not have the necessity for all these hearings. We would 
not be talking about the corporate president flying all over the 
country in his private jet, and somebody down below saying, well, I 
am going to cheat on my tax code in order to equalize it. t we 
Lp d be doing then is saying—it is a normal part of doing busi- 


a field back. 

r. Forp. The time of the gentleman has expired. 

The Chair would recognize Mr. Jones. 

Mr. Jones. Let Mr. poh go ahead. 

Mr. Forp. The Chair will recognize Mr. Flippo. 

Mr. Firppo. Thank you very much, Mr. Chairman. 

Mr. Commissioner, I think that it has been brought to the atten- 
tion of the committee that we did have a continuing problem prior 
to the enactment of this contemporary record’s requirement in 
1984. But it seems that the solution that was attempted creates 
other significant problems, perhaps impinging on other public 
policy measures such as positing public service areas to be taxed 
under additional compensation, under emergency vehicles, and 
some of those public service and public policy measures. 

And it also appears that the newly implemented regulations are 
very complex since it took more than a hundred pages to explain 
that refinement. It also appears that we are requiring tax prepar- 
ers to do things in recand to this particular deduction that we do 
not require in regard to other deductions on the return. 

So, indeed, we do have some problems that the measure attempt- 
ed to solve but created significantly other problems. 

There is one area I want to examine with you very briefly, and 
that is before the passage of the 1984 act, the agency, I believe, did 
have the authority to require adequate substantiation to uphold 
any claims for business deductions. And in some cases I believe 
that even included contemporaneous records in the case of meals, 
for example, where that was consistent with normal practice. In 
other areas, you used reasonable reconstruction method to substan- 
tiate these expenses. 

But if we repeal this law, you will not have any less authority 
than you did before we implemented this, will you? 

Mr. Eccer. Yes. Yes, Mr. Flippo, we will because, as we pointed 
out in the testimony, local transportation is covered not under sec- 
tion 274(d), which docs give us some authority with respect to rec- 
ordkeeping requirements, but rather falls under section 162 where 
the guidance in the statute itself is very vague as to just what we 
can and cannot require. I think if we Nha to begin to rewrite the 
regulations under 162 for the pu peg ba some sort of rec- 
ordkeeping here, we would probably ere again for an- 
other hearing. 
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So I feel that we do not have sufficient statutory authority under 
section 162 to do what this statute does. 

Mr. Fuippo. Well, is it possible that we could just simply reverse 
everything we did in 1984 into this area? Why can we not do that? 
Why so we not go back to where we were before we passed this 
section’? 

Mr. PEARLMAN. Mr. Flippo, obviously you can do that. Indeed, I 
guess that is what the repeal proposal suggests. But I think you 
have to put yourself in the shoes of both taxpayers and in the 
shoes of people at the Service. What would the reaction to that be? 
What would the impression be when the statute says contempora- 
neous records and the Congress repeals that? Does that now mean 
that people do not have to keep records? Does it mean that they 
can create records at the end of the year? 

The reason I made the comment I did during my statement, if 
the issue does not go away, is that I think that Congress and Treas- 
ury and the Service have to make a judgment about what kind of 
recordkeeping requirements are appropriate and tolerable to the 
American taxpayer. I think that is an appropriate issue for the 
Congress to debate and discuss. But that issue really is not resolved 
by simply repealing current law, without something more, without 
giving some guidance. That issue is going to be there. 

Mr. F.ippo. I understand that the repealer would not solve the 
problem. But it would not make the problem, I think—I think it is 
hard for me to understand how a repealer of what was passed in 
me would make the situation more difficult than what it was 

ore. 

And let me point out, too, I do not believe that Congress really 
intended for this portion to be enacted anyway. At least, this Con- 
gressman did not intend for it to be. And there was not a debate in 
Congress as to this proposed solution to this problem. 

And so I think I would like to go back to where we were before 
we passed this revision in 1984 as a good starting place to address 
the problems that you say we have. While this solved a good deal 
of IRS’s audit problems, it certainly did it at greater expense in 
other areas and transferred the cost of compliance and perhaps 
multiplied it greatly. 

So I just think that perhaps we ought to go back to where we 
were before we passed this in 1984, and then let us really have a 
congressional debate and an IRS debate with the business commu- 
nity and private sector participating. Let us have a debate on how 
to deal with this problem, to come with solution. But I believe the 
solution, the cure is far worse than the problem that we have. 

If this is an example of a solution, I think I would rather go back 
and deal with that uncertainty. 

Mr. EccErR. Well, let me echo what Assistant Secretary Pearl- 
man has said, and that is having put this in the law, and with the 
regulations out there, and all the debate that has gone on to date, 
if the Congress repeals this now, it will send a signal to taxpayers 
that they do not really have to keep records. I cannot come to any 
other conclusion except that. 

Mr. Fuippo. Well, I do not think that I would agree with your 
conclusions. I think that this act is sending a message to the Amer- 
ican taxpayer that the tax law is unreasonable in its application, 


97 


and I think it does far more damage to a voluntary system than to 
say to the American people the solution that we have offered is un- 
acceptable, and we are willing to reexamine the issue to find a 
more acceptable solution that contributes to overall compliance. 

Mr. EcceEr. Let me suggest to you, Mr. Flippo, that in our hear- 
ings that are coming up in April, we hope that there will be a lot 
of debate, a lot of discussion about the specifics in those regula- 
Paes If there is a better way to do it, then pretty clearly we want 
to do it. 

I think you and I could agree that we have to have some sort of 
records of people’s business use versus personal use in the case of 
mixed use assets as automobiles. 

The question really is what kind of record should be kept—how 
extensive and so on. That the regulations hearings are an excel- 
lent forum for that kind of debate. 

Mr. Forp. Mr. Jones, any questions? 

Mr. Jones. Thank you, Mr. Chairman. I can appreciate, Mr. 
Pearlman’s and Mr. Egger’s need to defend their regulations, but I 
must agree with what has beén said, that the cost-effectiveness of 
this regulation is not such that we ought to keep it, nor is it worth 
the irritation factor that is all over this country. 

As I understand the testimony today, the amount of revenue that 
we are talking about amounts to about one one-hundredth of 1 per- 
cent of personal income tax receipts. You estimate those taxpayers 
who overstate their expenses, auto expenses, come to about $1.4 bil- 
lion in lost revenues, those who understate about a half billion in 
gained revenues—so you have got about a billion dollar loss. 

You have not zeroed in on what this cost will be to business. 
Some businesses would testify that the additional expense, in keep- 
ing these kinds of records, would come to maybe a billion or more, 
much of which would be tax deductible. So I am not sure that there 
would be any cost-effectiveness to this regulation. 

What it seems we are talking about is a question of fact. We 
could probably come up with language that requires the taxpayer 
to substantiate, as a matter of fact, the deductions he or she is 
taking on the use of an automobile, without having this detailed 
record requirement. I have not concluded from the testimony 
today, that you are going to increase the number of audits. Pre- 
sumably, the audits will remain about the same. It is just a ques- 
tion of whether, on those audits, the question of fact can be sub- 
stantiated. 

I submit to you—even though I know you have to defend your 
position—that that position is far out of step with the irritation it 
is causing in the country, and far out of step with what the majori- 
ty view in Congress is. 

I would like to ask you specifically, in the part about vehicles 
used only for business purposes, you have a “safe harbor” test, but 
you deny the exemption for contemporaneous recordkeeping when 
the employee lives at the employer’s business premises. 

What is the purpose of that? Who is that intended to affect? 

Mr. Eccer. I think I am a little confused by the excerpts there, 
but are you talking about the—— 

Mr. Jones. All right. Under the 5 point test, this pertains to ve- 
hicles used only for business purposes, and, “No employee using 
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the vehicle lives at the employer’s business premises.” That is the 
fifth point. 

Why are you denying the exemption, if the employee lives at the 
employer's business premises? Who is that intended to affect? 

Mr. Eccer. Well, I think in that case what we are saying is, 
where the employer has an automobile that is used solely in the 
employer's business, and the individual or individuals who use that 
automobile, use it only i in the employer’s business, and then leave ~ 
it at the employer’s premises, then we do not require any record- 
keeping on those cars that fit that category. 

But the problem is that we wanted to avoid the situation where 
we would have either individuals, or small businesses, or large 
businesses, say that, “Well, my home is my business in part, and so 
therefore, I am keeping the car on the employer's premises.” In 
other words, we are trying to avoid any gaming in the system. 

Mr. JonEs. So you -do not know, particularly, the category of 
pecete who are cheating, or who are gaming on the system would 


Mr. PEARLMAN. Well, we know that there are people that can 
claim that they work out of their home. They may not. They may 
not meet the Internal Revenue Code standards of having an office 
in the home. 

Mr. Jones. But if they do, they are automatically excluded from 
this “safe harbor’ under point 5 of those regulations, if they live 
and work out of their home? 

Mr. EcceEnr. I am just not sure about that, Mr. Jones, and we will 
look at it. 

Mr. Jones. OK. On the personal use of a vehicle limited to com- 
muting use, again you have five points. On point 2, you say “For 
bona fide non-compensatory business reasons, the employer re- 
ahi the employee to commute to and/or from work in the vehi- 
cle 

Who qualifies under this? For example, would this include a 
public utilities serviceman? 

Mr. PEARLMAN. It would cover the utility employee. It would 
cover some telephone, local telephone companies require their em- 
ployees to take cars home because they do not keep them at their 
premises, in other words, for the security of the vehicle. 

It would cover emergency vehicle people who have—— 

— Jones. Are the oil field workers that Mr. Anthony referred 
to! 

Mr. PEARLMAN. So I think you would cover anyone who an em- 
ployer says the car is not being taken home. It would certainly 
cover Mr. Anthony’s situation, where the employer says legitimate- 
ly, “We are not giving you this car to take home to be used for per- 
sonal reasons. There is a real business reason to take the vehicle 
home.” And what that was intended to do was simply set a “safe 
harbor.” It was simply to say, “If you choose to value your com- 
muting at three dollars’—which incidentally, most people have 
told us is not an extraordinary amount to value the cost of travel 
these days. It is optional with the taxpayer. 

If the taxpayer believes his commuting costs are less than that, 
he has serainly got the ability to include a lesser amount. 
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Mr. EcceEr. We are told by a lot of employers that simply as a 
cost factor, they would rather the employees take the cars home, 
rather than spend the money to provide garage space, and security, 
and all that. 

Mr. JoNEs. My final question in trying to understand how you 
arrived at these revised regulations concerns the use of the vehicle 
for farming purposes, or farming business. 

You have the 70-percent rule to define the use of a vehicle in 
connection with farm businesses. 

Is the 70 percent a magic number that relates to some other part 
of the law, how did you arrive at that? 

Mr. EcGEr. The idea was to identify those people whose principal 
occupation was operating that farm, as distinguished from doing 
something else, and then having a farm as kind of a side venture. 
We did not intend to include the latter in the “safe harbor” rules. 

Mr. PEARLMAN. Mr. Jones, the criticism we got were from people 
who were full-time farmers, and they told us, and we discussed per- 
centages with the representatives of those farm groups, and they 
told us, what they were trying to do was deal with the person who 
ce was a farmer. That was his full occupation, and so we 
tried—— 

Mr. Jones. Your revised rules may clear this up, and an awful 
lot of small, so-called family farmers, are making less than 50 per- 
cent of their gross income from farming and yet spend a great deal 
of time on the farm. 

Now as I understand that, if it was less than 70 percent of their 
gross income, and they had tractors and other purely farm vehi- 
er ete would still have to keep detailed logs on that tractor. Is 
that right 

Mr. PEARLMAN. Well, a point was made earlier about tractors. 
Tractors are not covered by these regulations today, so they are 
just not in issue here. There are no recordkeeping rules with re- 
spect to tractors. There are no other valuation rules. They are 
what we refer to as “special use equipment” and they are excluded 
from these rules. | 

ate Jones. Threshers, the same way? 

. lam sorry, I—— 

Mr. JONES. All right. Pickup trucks? 

Mr. PEARLMAN. Pickup trucks might be. It depends. It depends 
on whether they are specially outfitted, or whether they are just 
suitable for personal travel. 

Mr. Jones. I think all this points out that we would be a lot 
better off, probably financially, and every other way, if we allowed 
those 1 percent, or however many people you audit, to establish as 
a matter of fact, whether they are or are not using this, rather 
than having everybody keep such detailed records. 

I have not been persuaded, although I appreciate the cause you 
are pursuing. Thank you. 

Mr. Forp. Mr. Frenzel. 

Mr. FRENZEL. Thank you, Mr. Chairman. I thought you had for- 
gotten that we were active over on this side. 

Mr. Forp. No, Mr. Frenzel. The Chair was just really counting 
the members on this side of those members who are here, plus Mr. 
Jones will have to relieve the Chair around 12:30. 
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Mr. FRENZEL. It is nice to know we get 1 out of 4 over ners Mr. 
Chairman. 

Mr. Forp. One out of three, Mr. Frenzel. | 
; ae FRENZEL. Well, you had three in a row. I think I am the 

ourt 

I want to thank the witnesses for their testimony, and tell them 
that the committee looks forward to working with them on correct- 
ing what most Americans believe are a pretty silly set of rules. 

Apparently you are willing to help us get ourselves out of the 
predicament which is not necessarily yours, but which we encour-. 
aged with the passage of the 1984 law. I would like to state for the 
record that while it is fun to “beat up” on the IRS, clearly the Defi- 
cit Reduction Act of 1984 gave you some obligations which you felt 
you had to carry out. 

However, I like to beat up on you as much as anybody else, so I 
have got to say I do not think you carried them out very well, but 
certainly, the original fault was ours. 

Is the word “contemporaneous” the principal problem? 

. Mr. Frenzel, I do not think the word ’contempo- 
raneous” is the problem. In retrospect, it is my judgment that had 
the conference report not said “log,” or had we ignored the word 
“log” in putting out the original regulations, and we had simply 
said to people, “Your records have to be contemporaneous—that is, 
they have to have some relationship to the time in which a vehicle 
is used, and you can do it by appointment book, or calendar, or 
something else,” that we would not be sitting here. And that is 
why—and that may be the wrong judgment, but that is why I made 
the statement before, that I think the issue is not with the word 
“contemporaneous.” 

The issue is with the level of detail of records, and, it seems to 
me that we can deal with that, and that “log’’ may not be the right 
answer, in any circumstance, but that that is an issue that we can, 
and we should, appropriately deal with. 

* Mr. FRENZEL. Good. I think our duty goes beyond repealing and 
repenting it, too. I think we have to repeal and improve, I think. 

You talked about your “safe harbor” rule. There are people in 
my area who think the 70/30 rule is pretty extreme. Where did you 
find those numbers? Did they come from heaven in a stunning 
flash of light? 

Mr. Eccer. No. I think it was a little more scientific than that. 
We took a hard look at what the usual ratio is of business versus 
personal use on the basis of experience in auditing thousands of re- 
turns with this issue in it, and so it is based on fairly indepth expe- 
rience, and we felt that was about right. 

We are happy to have more specific information that will help us 
find a better answer, if there is any. 

Mr. FRENZEL. Yes, and I realize that every case is different. 

Mr. PEARLMAN. Mr. Frenzel, let me just add something to that. 
The preamble to these regulations raised the possibility of permit- 
ting taxpayers to come in on an individual basis, and through use 
of sampling techniques demonstrate that the percentage applicable 
to them should be different. 
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So I think the Revenue Service recognized that there is no magic 
in any percentage at the outset, and that prospect is still out there, 
that that well may be—— 

Mr. FRENZEL. Yes. I think that is one of your rules which could 
stand a little improvement. As I told the Secretary of the Treasury 
the other day, I am not one who holds simplicity as the prime goal 
of a tax system; but we do want to avoid foolish recordkeeping 
which is not necessarily productive. I think that is one of the areas 
we can probably stand a little work. 

I thank the Secretary and the Commissioner for their testimony, 
and like the gentleman from Arkansas, I applaud their willingness 
to help us solve the problem. 

Mr. Forp. Mr. Guarini. 

Mr. GuARINI. Thank you, Mr. Chairman. I want to thank both of 
you gentlemen, for your efforts. There is no question that we do 
want to get rid of the tax cheats. At the same time we talk about 
simplifying our tax laws. What this law really points out, is the in- 
adequacy of our conference system. 

I do not think most of the Members of the House knew when the 
conference report which is about 1,100 pages long came back, all 
the details of what was put in to it when the conferees met. 

They had very little time to even go through the 1,100 page 
report. So I feel that the intent of Congress was really not ex- 
pressed because I doubt whether anybody ever even knew what 
was in it when they voted on it. 

But let me just make a comment and show the difficulty of the 
problem. When you spoke of contemporary records, you said “more 
or less contemporary records should be kept.” I think you even rec- 
ognize the fact, that there is a problem there in enforcement, costs 
of investigation, costs of recordkeeping on the part of our taxpay- 


rs. 

Mr. Jones talked about farmers. Now there is no place in that 
new law that mandated treating farmers differently, is there? 

Was that not a throwback to a provision that long existed in the 
law, that allowed you to make four exceptions in your regulation? 

Mr. EacGERr. Yes. I do not think we made the exceptions solely be- 
cause they are farmers versus some other occupation. It was done 
to recognize the peculiar problems that farmers have, that other 
people do not. : 

Mr. GUARINI. Right. But in the mandate to keep contemporary 
records farmers were not even referred to, were they? 

Mr. EcceErR. That is correct. 

Mr. GUARINI. You just dug back in to the past and pulled out a 
provision from the code, and said, ‘Well, we are going to make sev- 
eral exceptions because there are special interest groups that 
should be given some consideration, and we are arbitrarily making 
it 80/20 if he uses the car 70 percent of the time in farming.” 

More or less, that is a very arbitrary figure and an arbitrary reg- 
ulation. Is that true? 

Mr. Eacer. The 80/20 is not arbitrary. We have already ex- 
plained how we arrived at the 80/20 or the 70/30. The 70/30 has to 
do with automobiles and vehicles which are designed for personal 
use and the 80/20 applies to vehicles primarily designed for com- 
mercial use. 
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Mr. GUARINI. Right. But the 70 percent was arbitrary? 

Mr. Eccer. Neither of them were arbitrary. They were intended 
to try and be as responsive to the situation as we found it. 

Mr. Guarini. Yes. Is it not a fact that many of—— 

Mr. Eccer. And we have already explained that. 

Mr. Guarini. Yes. But is it not a fact that many of our tax laws 
are arbitrary in the first place, and averaging out? We say the life 
of a building was 30 years under the pre-1981 code. 

Some people build buildings for 20 years, and some that last 50 
and 70 years. It was arbitrary, when we would take depreciation 
allowances. And ACRS, is that not an arbitrary figure, that we sort 
of put on, for depreciation, in terms of the life of the various pieces 
of equipment? 

Mr. . Mr. Guarini, any time you set mechanical rules, 
the way you are using the term, sure, they are arbitrary. 

We could have said 65 percent, or 75. I think what the Commis- 
sioner is really trying to say is, that they did not pull it out of the 
air. They tried to use the data they had to arrive at those percent- 


es. 

But certainly, in developing these regulations, as we do normally 
in the regulations process, if Congress gives us the discretion to ex- 
ercise judgment in developing regulations, we do, and we did that 
here. Sure. 

Mr. Guarini. All right. Well, in this case we are trying to be 
purist in regard to some people, and we are arbitrary in regard to 
others in the same regulation. Let us take the key employees. Now 
does that not arbitrarily discriminate against small business 
people? Because if you have 3, 4, 10 people in a business, as op- 
posed to thousands in a business, that certainly does not give a 
small ma and pa shop, or a small business, any opportunity to 
write off its car; whereas, if you had a 1,000-car fleet, the large 
businesses would have the advantage of writing off the entire fleet. 

The only people that they would restrict would be a couple of the 
key executives. Is that a fact? 

Mr. PEARLMAN. There is no limit in this, in our regulations, none 
whatsoever, that affects the deductibility of a car to key employees. 

The only limit on key employees in this regulation is the un- 
availability of the commuting value, “safe harbor” rule, the $3-a- 
day rule, and that was done because we were concerned, that 
people that were key employees, whether they were with large cor- 
porations or small corporations, may well, because they were not in 
the normal tension of an employer—— 

Mr. GuaRINI. Yes, but the fact of life for a small business is that 
most of the employees would be key persons, so they would be ex- 
cluded; whereas, with the large corporation, one, two, or three key 
people run a corporation, whether it is a small candy shop or 
whether it is IBM. 

Mr. PEARLMAN. Well, let us just make sure what they are ex- 
cluded from. They are excluded from the $3 a day commuting 
value rule. They are not excluded from any of the “safe harbors’ 
available for people, for the recordkeeping rules. They are not pre- 
crea from deducting the costs of their vehicles. We do not do 
that. 
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Mr. GuarInI. All right. Well, then let me get down to what the 
bottomline is. Loss of revenue. 

You claim maybe perhaps, when the figures come out, it may 
show $100 to $200 million in lost revenue. Is it not possible to save 
all this dissatisfaction with the code that you see in Congress, and 
certainly, that is reflected by the dissatisfaction of the public, be- 
cause I know I get a great deal of mail on this subject matter. 

Would it not be possible to retrieve that $100 million, or $200 
million, whatever is lost, just by changing the criterion or pre- 
sumption, by moving the percentage of the presumption, and giving 
a person an option of either claiming a 100 percent by keeping all 
the records contemporaneously, or, in the alternative, allow them 
the same opportunity that you allow a farmer? Or allow them the 
Same opportunity you would allow anyone else, in trying to re- 
trieve that $100 or $200 million. 

In other words, we could still obtain the lost revenue by just 
moving the percentage figures on a presumption. Is that not a fact? 

Mr. PEARLMAN. Oh, I would just suggest to you again, that the 
revenue is only part of the story. I think the real issue you are 
raising is, do we want to take a person—and let us just assume the 
person does not use his car at all in his business. He is employed— 
large or small employer, it does not make any difference—he is em- 
ployed and he is provided a car as a fringe benefit. 

Do you want to permit that person to have a car fully tax free, 
or half tax free? Do you want to permit that employer to provide 
that car on a tax-favored basis to that employee without any rec- 
ordkeeping or with minimal recordkeeping? 

I am not trying to paint that as your proposal. I am simply 
saying I think those are the kinds of issues we have to deal with 
when we develop “safe harbors,’”’ and what we tried to do when we 
developed these safe harbors was to say, ‘“‘Let’s try to look at the 
categories of employees, not who they worked for, not whether they 
were large or small, but the categories of employees who, if they 
were provided a car by their employer, or if they were self-em- 
ployed, they had a car themselves, are more likely—just because of 
what we know about their vocations—to use their car most of their 
time in their business.” 

And in those cases, we said we did not think we were doing 
damage to the congressional objective by relaxing the recordkeep- 
ing rules with respect to them. But I think we also have to be con- 
cerned about people, either whether they are self-employed, or 
whether they are employed by large or small employers, who will 
use their car very, very little in their business, and that is the cate- 
gory of employees, obviously, we have to be concerned about. 

Mr. GUARINI. All right. I do not want to take too much time, but 
lastly, what we are talking about is, that it is not a matter of reve- 
nue, because we can raise the revenue by changing the presump- 
tion and the percentage that they could write off or not write off 
without any records. 

Now if we are not talking about revenue, then all we are talking 
about is the purist idea of having a Tax Code that the public thinks 
is fair, and I present to you, with the outcry that you hear here, 
where 20 Congressmen and 2 U.S. Senators came forward, and the 
room full of people, and the mail that we are getting, is that there 
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is a tremendous resentment out there in the public, that they do 
not want this purism. 

If the revenue is not being lost, and the people are more happy 
the other way, I cannot see any reason why we have to persist in 
saan, a regulation on the public that is highly unpopular and un- 
wanted. 

Mr. PEARLMAN. Well, I happen to share your view that it is not 
only a revenue issue, but I do think it is a balancing and a fairness 
issue. I mean, if you were talking to a group of employees who do 
not get the benefit of cars, they might not think it is so fair, with- 
out regard to the amount of revenue involved, because they per- 
ceive the tax system either as being fair or unfair, and we know a 
lot of people perceive the system as being unfair. 

But I think it is a balancing issue and I think that is really what 
you are saying. No one that I have heard, even the most vocal op- 
ponents of these proposals, are suggesting there should be no 
recordkeeping required for the business use of assets. 

I have not heard that suggestion at all, and so I think what we 
come down to is sort of balancing it. What kind of records do we 
want taxpayers to have to keep? 

Mr. GUARINI. Well, both of us would like to live in a just world 
but I submit to you that this is not truly a just world. There are 
some criteria and rules that we all have to live with which are 
averages. Thank you. 

Mr. PEARLMAN. Sure. 

Mr. Forp. Mr. McGrath. 

Mr. McGratu. Thank you, Mr. Chairman. We have heard an 
awful lot today and I do not want to burden the committee with a 
further length of questions on this. I would just like to point out, 
though, that this is either the most understood or least understood 
of regulations that we have on the books. Our options are clear. We 
are either going to repeal it, or we are going to adjust it. Another 
course would be to allow Treasury to adjust it. 

And with that in mind, I think that we should move ahead and 
hear from our other colleagues who would like to speak on this 
issue. Therefore, I yield back the balance of the time. 

Mr. Forp. Mr. Matsui. 

Mr. Martsut. Thank you very much, Mr. Chairman. I just have a 
few comments and questions. 

Mr. Pearlman, I want to thank you for your testimony. I thought 
it was very thoughtful, and frankly, I did not understand the issue 
that well until you testified this morning. It is not an issue of 
fringe benefits, as I think many people in the American public 
thinks it is. It is an issue, really, of compliance. 

And I did not quite perceive that until I heard your testimony 
today. At the same time, I am on Mr. Anthony’s bill to repeal the 
regulations, and I have to tell you, I think this is a little like inter- 
est and dividend withholding in 1983. 

I stood on some railroad tracks and I got rolled over, and I still 
feel the repercussions of it, and I hate to say this but it is going to 
happen to you this time as well, because there is no way that you 
are going to be able to explain what you expained to us, to the bal- 
ance of the Members of Congress, and certainly, to the Senate. 
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I think that everybody feels that this has to be repealed, or 
major revisions have to be made in it. 

One question I have is that y° u seem to be very fearful of the 
issue of repeal. Prior to the 1984 act, you did have some tools. I was 
reading the report of the committee, and you repealed the so-called 
Cohen rule, or, that was repealed by legislation of Congress. 

What prevents you from—assuming we repeal the 1984 rule, 
what would prevent you from actually auditing returns and requir- 
ing the records? Because it seems to me the language, prior to 
1984, allows you to go in there and say, “If your records are inad- 
equate—they do not have to be contemporaneous—but if they are 
inadequate and they do not justify what we need, you can disallow 
it as a deduction.” 

Why can you not use _ prior 1984 rules in order to get compli- 
ance from the taxpayers? 

Mr. Eccer. Well, we do that right now. The vast majority of the 
cases that we have either in examination, or before the Tax Court, 
are there because the taxpayer did not have any records and was 
unable to recreate the records. And so the difficulty is that we 
simply cannot audit 100 percent of the returns. 

r. Matsui. I understand, but perhaps what you ought to do is 
just ‘becin enforcing the—assuming repeal of the 1984 rules, then 
all you have to do is just start enforcing the pre-1984 rules, and 
making sure that those people that you audit have adequate 
records, and if they do not, you can come down hard on them, and 
I can assure you that it will be front page news stories in a lot of 
small communities in the United States. 

And then sani that is the way you will end up getting compli- 
ance. I do not think you really need these rules in order to achieve 
your goals—— 

Mr. Eccer. I think there is a fundamental difference that has 
not been really articulated here, and that is that the thing that the 
1984 act did, was not only to require records, but to say, “If you do 
not have the records, you get no deduction, period.” And so it is not 
a question of whether or not we have substantiation. 

e new law is a whole new ball game in the sense that it says, 
if you do not keep the records, you do not get the deduction. 

r. Matsur. OK. Well, let me just read you—and correct me if I 
am wrong—section 27 4(d). It says, “The Cohen rules were abolished 
by requiring the taxpayers to substantiate by adequate record, or 
sufficient evidence corroborating his own statements, all expendi- 
tures for travel. Now it seems to me that—— 

Mr. Eccer. Except that that only applies to travel away from 
ee It does not apply to local travel. 

. You know, one of the things that the committee 
may “well want to look at is extending the 274-d rule that you just 
read to all travel. It does not apply to local automobile use now, 
prior to 1984. 

Mr. Eccer. And may I say, that is one of the solutions that I 
think could be looked at. I would be fearful of having the Congress 
simply repeal the 1984 act rule, without substituting a solution to 
the problem. 

Mr. Matsul. Thank you. 

Mr. Forp. Mr. Dorgan. 
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Mr. Dorcan. Thank you, Mr. Chairman. I would like to ask a 
couple of questions about an area that I am unclear about at this 
point. 

For a highway patrolman or a city policeman who takes his or 
her car home in the evening, are we requiring the employer, in 
this case the State Highway Patrol, or the city police, to add that 
compensation to that employee's income? 

Mr. PEARLMAN. Yes, but let me emphasize again, that is not as a 
result of the 1984 act. 

There is nothing in the 1984 act that said, all of a sudden, com- 
muting income is taxable. Let me make one other comment. Some 
people would argue, and perhaps properly so, that there are certain 
occupations—let us take the policeman in his cruiser—who did not 
have commuting income under prior law, because they took the ve- 
hicle home, because they were on duty, because they used them for 
emergencies. If that is right, we are not changing that. 

There is nothing that we do, in terms of commuting, that 
changes prior law. 

Mr. DorGcan. Well, what has changed then? Something has 
changed? 

Mr. PEARLMAN. Simply, we make it clear in these regulations, 
that to the extent that there is commuting income, the taxpayers, 
that is, employers and employees are required to account for it, 
and we added, really for the convenience of the employee—because 
they do not have to use it if they do not want to—a “safe harbor”, 
saying that if somecne does have commuting income and they want 
to take the easy way out, and just include 3 a day as the amount 
of the commuting income, then they can avoid fights with the In- 
ternal Revenue Service as to what the value of the commute is. 

Other than that, we really did nothing. 

Mr. Dorean. All right. The reason I asked the question is appar- 
ently something has changed. You say it is clearer instructions at 
this point, but a city police department that, as a matter of policy 
says, “We want our patrolmen to have their patrol cars outside 
their homes, when they are off duty, because the presence of the 
police car is a good law enforcement technique’, and so on. Previ- 
ously, as I understand it, there was not an add-back of income for 
that commute, but now there is a requirement that they add it 
back as income. 

You are saying the law has always required them to add it in as 
a You ‘eee just now made that law clear? 

Mr. PEARLMAN. Yes. I think, Mr. Dorgan, that there are a varie- 
ty of areas involving commuting with employer vehicles, where 
taxpayers and the Service have not been clear over the years, and I 
think this is one of them. 

Mr. DorGan. Would you support the repeal of that sort of thing? 

Mr. PEARLMAN. | avoid answering yes or no, not because I am 
troubled by the factual example you give—I am not troubled by a 
statutory exception for policemen—because the problem I have got 
is line Granite: You say policemen and someone else says utility 
company employees, and the next person says physicians, and, you 
know, we just go down the line. 

Before we know it, everyone in the country is required to take 
their car home at night because they may go out in the middle of 
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the night on an emergency, and then you get in to issues like, does 
that mean that the commuting really isn’t taxable in this country 
and that bus fares are deductible, and so forth. I think that is the 
issue. 

Mr. Dorcan. I understand that, but the difficulty is that legisla- 
tors, by and large, legislate, and people in the executive branch, by 
and large draw lines, and that is what we pay them for. 

I have been a tax administrator as you know, and, as a State tax 
commissioner for years, I know you have to draw lines. I mean, I 
drew a line once which resulted in eggs being taxable and chickens 
being exempt. 

It was not a very smart line. I changed it later. But the fact is, 
your job is to draw lines, and I think—let me just finish on this 
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point. 

Mr. PEARLMAN. Sure. Excuse me. 

Mr. DorGan. With respect to the addback of commuting value to 
a policeman who is asked by his or her police department to take 
the car home at night, this seems to me’illogical, and you need to 
draw a line some other place. 

I do not know exactly where the line ought to be, but I am trying 
to find out whether you are sensitive to how this sounds to that 
police department, and how it sounds to me. 

I just think that this should not be an addback, and I would like 
to hear from you—— 

Mr. PEaRLMAN. I think clearly, we are sensitive to that. I do not 
want to leave any impression we are not, but what I really intend 
to suggest is, I think it has got to be a legislative line. 

I do not think we have an administrative ability to declare, that 
because we have sympathy for a certain taxpayer, that we are 
going to determine, administratively, that that is not commuting. 
Congress has the opportunity to do that and I think perhaps Con- 
gress should, and identify those categories, or those vocations, 
where it is deemed to be inappropriate to apply what I think is the 
long-established rule that commuting is personal. 

But we are sensitive to that issue, certainly. 

Mr. ANTHONY. Would the gentleman yield at that point. 

Mr. Dorcan. I would be happy to yield. 

Mr. ANTHONY. I have introduced H R. 773 which is a very tightly 
drawn bill, trying to be sensitive to the expansion of a working con- 
dition fringe exclusion. Would you support legislation, that terms a 
qualified public safety vehicle as one being “specifically equipped 
and operated by or for a governmental unit, and used by such gov- 
ernmental unit to provide law enforcement, fire protection, or 
emergency medical services’’? 

Mr. PEARLMAN. My Senator from Missouri, Jack Danforth told 
me when I came here, never he say yes when someone asked me 
that question. 

Mr. ANTHONY. But also never to say no. 

Mr. PEARLMAN. So I am not going to say yes. I think that legisla- 
tion, which I was familiar with, Mr. Anthony, is something I think 
we certainly want to look at, and indeed, we may end up being sup- 
Bove of that legislation. — 

Mr. ANTHONY. Thank you for yielding. 
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Mr. Dorcan. Let me say, just on the more general subject of con- 
temporaneous recordkeeping say, that again, having had some ex- 
perience in the tax administration field, and feeling that I am basi- 
cally a tax reformer who would like to simplify the code, and make 
it more fair and equitable, there has to be a reasonable tradeoff be- 
tween the correct tax theory and the correct application of that tax 


eory. 

As to the firestorm of protest how over the contemporaneous rec- 
ordkeeping requirement, it probably should not be a surprise to 
any of us. I do not think that this committee would, in a million 
years, have passed a bill that affirmatively said, “We are as of next 
January 1 going to require people to i Obes books in pickup 
trucks and cars , and so on and so forth. t is not the kind of 
legislation that would ever have gotten through this committee. 
But, you know, it happened through a series of procedures, and 
conference, and so on, and in the regulation and rulemaking, and 
we end up at that point. 

And I guess all I am saying is, I think that we kind of sit down- 
stairs counting pennies while somebody is upstairs robbing the 
bank in our tax system. 

We have got giants making big, big money paying no taxes at all, 
and it seems to me that the first place to put the big cork is in the 
big hole. And we are down here fooling around, talking about — 
whether some little old guy out there in Grenora, ND, who drives 
‘his pickup truck, is going to keep a note on whether he goes to 
town to buy a loaf of bread or a part for the power takeoff equip- 
ment. 

I just think that you can go too far in some of these small minu- 
tiae things in the Tax Code, and I understand, from a theory stand- 
point, why you could require anyone who wants to write off any. 
thing as a business asset, and depreciate it, to maintain incredible 
amounts of recordkeeping. 

But I tell you that I think it is a misplaced priority, this search- 

ing through the code for those kinds of things, when we have got 
the drainplug open on the bathtub and large interests make mega- 
bucks through Tax Code loopholes, which we ought to close first. I 
understand the difficulty you have with this job, and I know it is 
never easy to write a rule or regulation. But I think what you have 
heard from the people on this committee is that we did not start 
out to design ee that would require the kinds of records 
being required of people now, even with your modification in the 
rulemaking. 
Last Saturday, a farmer told me, in Calvin, ND, that, “I have 
two pickup trucks and two cars. None of them are new, by the way. 
They are just some old codgers.”’ But he said, “The pickue trucks 
just sit there and we use them on the farm, and that is we use 
them for.” | 

I said, you know, “I do not think anybody ought to tell me I can 
only write off 80 percent unless I keep a log book of some type.” 

And so I think we really ought to rethink this whole area, and 
spend our time chasing the people who are getting away with the 
real loot in this Tax Code. | 

Mr. Eccer. I think we are trying to do that, Mr. Dorgan. The 
whole point of the comment process on the regulations, is to identi- 
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fy the areas where we have gone off the deep end, or where the 
regulations require too much, and if in fact there is a better way to 
do it, obviously, we would prefer pa do that. And I think we have 
said that over and over here again tod ae 

But I think you, as a former tax administrator, must certainly 
know that you cannot enforce that aspect of the tax law without 
gi kind of records. You have got to have some kind of records. 

what we are really talking about is how much recordkeeping. 

Not if, but how much. We are searching for that as well, and if 
people will assist us in trying to sift through the variety of prob- 
lems to arrive at that, we are surely willing to do it. 

Mr. Dorcan. Well, just to keep ou a on the ball here, we, in 
the House, on this subject, really wan revent the writeoff of 
Rolls Royces, and, you know, we have talked about that before 


today 

We had passed around to this committee advertisements that ap- 
peared in some of the newspapers, which said, “Buy a Rolls Royce 
for $109,000. If you are in the 50 percent bracket, the American 
taxpayer will pay for half of it for you.” 

t sort of nonsense was going on, and this committee decided, 
all of us, you know, that that sort of abuse should not be accepted 
and we should try and change that type of abuse. 

d so we started down that road. Unfortunately, we ended up 
at a destination none of us ever contemplated. And today we hear 
once again that sure there is a problem, because some people are 
buying automobiles that those people would not have bought, 
except that the autombiles could be written off. But let us not pe- 
nalize the many in order to catch the few. 

Let us try and figure out an appropriate way to target those few 
and administer the Tax Code in that way, and it can be done, in 
my judgment. It can be done. 

e process of drawing lines is a difficult one, I admit. But it can 
be done in a reasonable way by comparing pure equity and pure 
theory questions with the actual practice of what you are asking 
people to do. This can result in a compromise that is reasonable, 
that allows you to administer, and allows people to comply. 

Mr. PEARLMAN. I think you will find us cooperative in that 


ard. 
Mr, DorGAN. Thank you very much. 

Mr. Forp. Mr. Moore. 

Mr. Moore. Thank you, Mr. Chairman. Gentlemen, I think that 
there has been an abuse. I do not think anybody who knows an 
thing about tax law will say to the contrary. Since IRS is not able 
to audit all returns, there have been people writing off cars for 
business use when, in fact, the use was personal. Meanwhile, they 
are taking deductions for which they are not entitled. I admit that. 
I think everybody on the committee ought to admit that. Now the 
question is, what do we do about it? The rule that you came out 
with, I think went too far. I think we all hs aware of that. We 
reall ignited a real prairie fire of people objecting to recordkeep- 
ing. Now we are trying to find a way out of this. The second choice 
you came up with 1s certainly better than the first, and my line of 
questioning is going to be very much like that of Mr. Dorgan’s. Can 
we not move a little bit further? You draw lines, and you ought to 
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draw some more. It is ridiculous to have a policeman who has to 
take home his car be charged $3 a day income for that. Now we 
ought to just admit that and draw the line, and be done with it, 
because if you do not, you are going to lose the whole standard. 
You are going to force the Senate and the House into repealing the 
whole thing, fighting over something like that, which does not 
amount to a hill of beans. So, start drawing those kind of lines. The 
ones you have drawn and the rules you have now, as compared to 
the ones that took effect in January are better. Let us draw some 
more to get this thing down to what you are really after. The busi- 
ness people I am ing to back home fully admit that many of 
them are writing off their cars and should not, and they are willing 
to come up with some kind of fair compensation for that. 

What they do not want to do is keep these blame records. So, 
what I am trying to suggest now is, let's go further. For instance, 
my wife is a real estate sales person. We kept a log of the month of 

anuary. 

We look at the 70 percent that you now are going to let her write 
off automatically because she is out of an office over 50 percent of 
the time, and uses the car in her business over 50 percent of the 
time. 

We decided that is fair. We can live with that. And most people, 
when I go back home and say, “If you want more than 70 percent, 
keep some records,” and they say, “OK. That is fair.” 

y cannot you do the same kind of thing for those vehicles to 
which we are saying, ‘No, because you are not out of the office 50 
percent of the time, you have got to keep records 100 percent of the 
time’? Why cannot the reverse of that be applied. Say instead that 
you are going to be presumed to have to declare so much of the 
value of that vehicle, or the rental value of that vehicle as income? 

No doubt you will find a lot of them saying, “OK. Just get me off 
the hook with this dumb recordkeeping and I] will be glad to do 
that.” Some employers are doing that now. For years ey have 
been making their employees pay to the company x dollars a 
month, as the value of the automobile, realizing that portion of it 
represents personal use of the vehicle by that employee. 

I think to repeal this rule would just send a signal to go right on 
ahead, allowing your wife and your college kids, to use an automo- 
biles and write it off for business purposes when, in fact, the use is 
personal. 

What repeal is going to mean, is boy, you have won—you know— 
you can just go right out there and just keep right on taking ad- 
vantage of a tax system, where a wage earner cannot do that. 

But somebody who owns a business or is an executive somewhere 
can. I do not want to see that happen. But you have got to be a 
little more reasonable, or this group is going to be stampeded into 
doing something like that. | 

Mr. PEARLMAN. Mr. Moore, era ie to share your view about 
the possible consequences of repeal. We did look at the possibiity of 
reversing the numbers, if you will, and say, “Look. If someone is 
not using their car very much of the time, let them include 80 per- 
cent of the value of the car in income and only deduct 20 percent”’ 
and frankly, the concern we had was we thought that what that 
really did was just create, administratively, the next tax-free fringe 
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benefit. We did not think that that was appropriate for us, admin- 
istratively, to do. 

That is, it would be, in my judgment, irresponsible for employers 
then not to say to employees, “Look. We can save you some money. 
We will buy cars and we can absolutely, legally, exclude 20 percent 
of that value of that car if we use those numbers, from your 
income.” 

That is, I think, a road down which we were very reluctant to go. 
The revenue implications are another issue but beyond that, it 
seemed to us that was perhaps not the way administrators should 


go. 

I think that the issue of how do you deal—to me, the more con- 
structive, next step, is to say how do you deal with those people 
whom we do not cover in the current 70-percent rule? How do you 
deal fairly with them? . 

Well, some of them, if they use their car very nominally in their 
business, it is no burden for them to keep a record of their business 
use, any more than it is for the person who uses his car 95-percent 
in business that is eligible for our 70-percent rule. He can keep just 
his personal use if he wants to. 

It may be very easy for him, and he can get a 95 percent deduc- 
tion, if he wants to. I think we simply have to look at categories of 
taxpayers, and see who we are talking about, and maybe we do 
need another set of “safe harbors.” It is certain something that I 
guess——— 

Mr. Moore. Well, that is what I am suggesting, in the interest of 
trying to simplify the law to a point where you do not have to 
audit everybody to get better compliance. At the same time, we do 
not want to go so far as this type of recordkeeping, which might 
cause us to lose the whole thing. If that happens, you are going to 
wind up being no better off than before, and with the impression 
oo everything is going to be tax deductible now, so do not worry 

ut it. . 

The same goes for the police and firemen’s cars, and the $3 a day 
income inclusion rule. I know you came up with a rule and it 
sounded reasonable; but this is not reasonable. I mean it is front 
page news back in my home town. The story starts with some guy 
who works for the local police department which employs three 
police officers. If the policeman takes his car home nights, he or 
she is going to be charged $3 a day income. 

Well, you know, there are valid reasons why he is told to take it 
home, besides commuting, and that just destroys the whole empha- 
sis of what you are trying to accomplish. 

You carve those people out and a third of the people in this room 
are going to leave. Then you are going to get this thing down to 
what we are really talking about. We are talking about executives, 
lawyers, and accountants, and salesmen and stockbrokers, who are 
writing off their car a hundred percent of the time. We know that 
they really should not be doing that. | 

en let us work out a reasonable rule of how much of that we 
are going to let them write off, and how much we are going to 
make them declare as income. I think you are going to find an- 
other two-thirds of the room leave. 
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Then you are left with a rule that we can live with and can be 
administered. That is what I am suggesting to you, because the 
way you are going now, you are just heading for the whole thing 
being repealed, which would be a mistake. 

It would be a mistake, a signal sent out to the working people in 
this country who think the tax laws are unfair, and they are. If 
they work for a living and have to ride a bus to work, or a subway, 
they get no tax deductions for any of this. They know that the local 
banker is getting a tax deduction for his Lincoln. We are creating 
problems you are trying to solve, and we would like to see solved. 
But you are not going to get there with this recordkeeping that is 
harassing people, and this $3 a day charge. Let us try to find a 
more automatic formula way to do it, similar to the 70 percent 
automatic writeoff for anybody using their car over half the time. 
That is a step in the right direction. People accept that. 

I think the reverse of that they will accept, and carving a few 
people out of the general rules will also be accepted. So I really 
urge you to move in that direction. I say that as somebody who has 
great sympathy for trying to collect the taxes on those people who 
owe them, and are not paying them. Let us work on a reasonable 
solution before this Congress has to face raising taxes on the people 
who already are paying them to make up for that $100 billion a 
year that is not being paid right now in income taxes by individ- 
uals across the country. 

Mr. Forp. Thank you, Mr. Moore. 

I guess in the conference report the word ‘contemporaneous’ 
was placed in the conference, and the Treasury Department wrote 
the regs on the language and the regulations that are now in exist- 
ence on this particular issue that is before the committee. 

There have been some two dozen bills that have been introduced 
in the hopper here in the Congress as well as hearing from all of 
the members of this committee today, it sort of clears the way that 
this committee might be moving in future weeks. 

I understand that the Treasury Department will have an admin- 
istrative hearing sometime in April on this particular matter. 

Mr. EacceEr. April 16, 17, and 18. 

Mr. Forp. Is it possible that since the regs were written by 
Treasury or the Service itself that you might rethink those regs 
now and picking up where Mr. Moore left off, to make the changes 
that would be needed as they relate to recordkeeping than have 
legislation passed by this committee and acted upon by the Con- 
gress itself? 

Mr. EcceEr. Absolutely, the whole purpose of the comment period 
during which the temporary—and proposed regulations are out 
there is to receive that kind of comment back and then to respond. 
to that by attempting to rethink areas or even all of the regulation. 
Obviously from everything we have heard, not just from this com- 
mittee, but from other Members of Congress as well as a great deal 
of the public. Rest assured that we are highly sensitized to the 
need to reexamine that and to do everything we can to provide a 
set of rules and guidelines that will be effective from the stand- 
point of compliance with the tax laws, and at the same time not 
overly burdensome. That is our objective. 
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Mr. Forp. Right. Because large and small businesses alike have 
all been in contact with Members of the House, I am sure, as well 
as Members of the Senate. It is an area in which we would like to 
get cleared up and hopefully the IRS will give us the relief that 
will be needed that we need not have any legislation. 

I am the sponsor of a piece of legislation myself and cosponsoring 
several other pieces of legislation on this particular issue, and | 
certainly would hope and will be watching very closely to see what 
will happen in April, and if not, I certainly will join with my col- 
leagues on this committee and others to make that we give you the 
type of legislation that will be needed in order to change the 
format now. 

Mr. Pease. 

Mr. Pease. I thank you very much, Mr. Chairman, and Secretary 
Pearlman, Commissioner Egger, I would like to thank you for your 
testimony and commiserate with you a bit. It must be difficult for 
you to see Congress pass laws time after time and to see the com- 
mittee record and conference committee reports support what the 
law says, and then have to come in 3 months later after you have - 
implemented the law and find Members of Congress denying that 
they ever said what they said. 

I was interested in your testimony, Mr. Egger, where you quoted 
the House committee report, the Senate committee report and the 
conferees’ report and noted in particular that the conferees in so 
many words said that in respect to automobile log recording the 
date of the trip and the mileage driven for business purposes must 
be kept. It seems to me that that is pretty clear and that you did 
little more than carry out the intent of the conferees. 

Mr. Eccer. I think what is more evidence, Mr. Pease, is the fact 
that the conference report then goes on to say that to the extent 
those records are not kept, there will be a presumption of negli- 
eee on the part of the taxpayer. So they made it pretty strong for 


» Mr. Pease. I thought the testimony of both of you gentlemen was 
excellent and I am pleased that you recognized the dilemma that 
we are in. Obviously, these reco ee requirements are unpop- 
ular. I think all of us can understand that, but I think you have 
framed the issue as not only and probably not even primarily one 
of additional revenue but rather one of tax compliance and fairness 
in the Tax Code. We are hearing a great deal these days about the 
public demand for tax reform because of a public perception that 
the Tax Code is not fair. 

You point out rightly, I think, that in our zeal to relieve the rec- 
ordkeeping burden of our constituents and to respond to their un- 
derstandable unhappiness that we not throw the baby out with the 
bath water and return to a situation where the public perception 
again can be that there is a good deal of unfairness in the Tax 


e. 

I would also like to commend you for your revised regulations. 
They.may not go as far as some members of the committee would 
like and some of our constituents would like, but it does seem to 
me as I! read your revised regulations that they represent a good 
faith effort to be reasonable and to make reasonable exceptions to 


your original rule. 
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I, personally, do not think we ought to be talking about repeal of 
the contemporaneous rule in the law, but obviously since there is a 
good deal of concern this is an area that we ought to try to respond 
to in some reasonable way. 

I hope that you will keep looking at the response you are getting, 
looking at actual situations to see if, in practice, for given groups of 
constituents, taxpayers, the revised regulations are as reasonable 
as they appear to be on the surface, because it is a truism, I think, 
in our society that if we do not respond to the reasonable com- 
plaints of taxpayers that that can undermine the Tax Code every 
bit as much as the perception that there is cheating going on by 
taxpayers. 

So I would hope that in the next month or so and even after your 
hearing is finished, you will continue to look at the actual applica- 
tion of the revised regulation and if it is necessary to come back in 
here and ask for some modification of the contemporaneous re- 
quirement, some statutory exceptions or whatever, some flexibility 
on your part, that you will come and do that. 

In the meantime, I would hope that we would not pull the rug 
out from you entirely because I have been convinced by what you 
have said this morning that you do need some sort of statutory 
basis to make a requirement or at least to seek from taxpayers 
some justification and elaboration of their tax deduction. 

I would like to ask you just one or two questions. Some taxpayers 
in my area seem to think that they are going to have to supply 
these records along with their tax returns. My understanding is 
that the records will have to be available in case there is an audit, 
but there is no requirement that the taxpayer submit the records 
along with their returns. Am I correct about that? 

Mr. Eccer. Absolutely correct, yes. 

Mr. Pease. OK. Now what about firemen and people like that 
who run rescue vehicles? Are they covered now by the $3 a day 
rule if they have to take an ambulance home for a township or 
that sort of thing? 

Mr. EcGeER. Yes, in general. We have not made any exceptions to 
that, and as Assistant Secretary Pearlman has already pointed out, 
we regard that as an issue that is. not necessarily a part of these 
regulations. It is a separate issue that needs to be reviewed, but it 
does not arise because of the recordkeeping. It arises, I think, be- 
cause we put in the regulations a safe harbor to cover the value of 
commuting where it is involved, and we did not attempt to draw 
any lines or make any decision about who is in and who is out. It is 
simply a question of the valuation of the commuting. | 

Mr. Pease. What would be required to provide some exception 
for people who operate, say, ambulances in townships? The town- 
ship does not have a full-time ambulance service or a full-time fire 
department and it is, obviously, a lot better if the ambulance driver 
can get the call and go directly to wherever the emergency is. 

Would that require a change in the law or could you do that by 
regulation? 

Mr. PEARLMAN. Mr. Pease, we are not sure of that. We may well 
require a change in the law. I think that is an issue. I think this 
whole issue of commuting is something that we are going to have 
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to look at and put the lawyers to work and make a judgment as to 
what we think the law is and we may be back up here. 
Pas is an area where we may need some help from the Con- 


arn Pease. Well, that is the sort of thing I was talking about 
before. I think other members of the committee have made the 
point before that if the rules are reasonable, most Americans will 
maybe grumble a little bit but ey will live with them. There are 
always going to be ae people who are not going to be satisfied, 
but most people wil 

I find that as I tale ‘to my constituents this issue of emergency 
vehicles, especially in rural areas, is one where people really 
cannot see why they should be charged taxes on the value of com- 
muting with a vehicle when the clear purpose of taking the vehicle 
home is to make it available for emergency purposes. 

Well, I am glad to know that you are thinking about that, and I 
hope if you come to the conclusion that there is a need to provide 
some statutory change that you will not hesitate on principle to 
come to us and make that suggestion. 

Mr. ANTHONY. Will the gentleman yield for just one additional 
question? 

Mr. Pease. Yes. I would be happy at this point to yield to my 
colleague for a question. 

Mr. ANTHONY. I have one additional question. You mentioned 
tractors earlier and several other exceptions. Could you tell me 
where you think this particular type vehicle, an over-the-road 
truck tractor falls? 

Mr. . Well, I am not sure where a truck tractor falls. 
It is certainly not the kind of vehicle that is susceptible to very 
much personal use. What we tried to do is draw a distinction be- 
tween automobiles and trucks in the safe harbor because we 
thought that people were more likely to use automobiles for per- 
sonal use than trucks 

Then when you got into the nonautomobile vehicle because it 
was tough for us to draw a line, simply say if they were vehicles 
that could be used for personal use, then they could either use the 
80-20 percent safe harbor or they would have to keep records. I am 
just not sure where the tractor would fall. I just do not know the 
answer to that. 

Mr. ANTHONY. How could we work with you to find out a clear 
definition? 

Mr. PEARLMAN. I think it is just a matter of us going back and 
talking to the people who probably would know. 

Mr. ony. Would you do that for me? 

Mr. PEARLMAN. Sure. 

Mr. Forp. Mr. Pickle. 

Mr. Pick.e. Thank you, Mr. Chairman. I simply want to make a 
statement to Mr. Egger and Mr. Pearlman. You obviously can see 
what a firestorm these proposals and regulations have made; 180 or 
more Members of Congress either want to repeal the law or make 
some vast changes. 

So this simply is a reflection of the are unrest out there regard- 
ing what people will be required to Most members, I think, of 
this committee feel that the restraints on depreciation, the limita- 
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tion on investment tax credits are good provisions of the law. Not 
many people I have talked with would want to repeal that. 

The problem, of course, is in the area of the recordkeeping and 
the very stringent regulation. I simply leave this thought with you 
as one who tries to be sympathetic to the problem you have in car- 
rying out the law that was passed. 

Just remember that we basically are a nation of voluntary tax 
compliance. That is the heart of our system. There are some areas 
re the Federal Government just simply cannot, in detail, regu- 
ate. 

I think we ought to remember if taxpayers do wrong, they can be 
found guilty. So I would hope that you would attack this issue posi- 
tively, and that means setting up reasonable guidelines so that tax- 
payers will not feel like they would be put in jail if they miss a 
single entry into a logbook. 

But surely there is a way to do that, and I would hope that you 
would just remember that we do depend on voluntary compliance. I 
think we have to trust a person’s word basically, and that may be 
the key to this whole thing. 

Mr. JonegEs [presiding]. Mr. Schulze. 

Mr. ScuuizE. Thank you, Mr. Chairman. You seatlenied have 
been very generous with your time. You have been before the com- 
mittee for over 2 hours now so | will be very brief. 

In talking to a colleague about this situation this morning, I in- 
quired as to whether he had been receiving a great deal of mail on 
this issue and he said, “No.” But he said, “Of course, my congres- 
sional district is not a wealthy area. The average income is less 
than $10,000.” 

I mention this so that, as you search for a middle ground or a 
formula, you may want to consider income in that formula, because 
there is probably a certain income level below which this is not 
going to come into play and an income level above which the inci- 
dence is probably more regular or more attractive. 

. With that I commend you for your reference. I hope we can find 
a solution, and I thank you for your testimony. 

Mr. Jones. OK. Without further questions, I want to thank the 
Secretary and the Commissioner for your time and your testimony. 
I am sure we will be hearing from you again. 

Mr. PEARLMAN. Thank you, Mr. Chairman. 

Mr. Eccer. Thank you, Mr. Chairman. 

Mr. JONEs. I would like to call forward our next panel right now. 
From the Runzheimer International, Robert Kastengren, executive 
vice president for transportation and Thomas W. Gearing, vice 
president, finance and taxation. 

From Peterson, Howell & Heather, Inc., Eugene A. Arbough, 
president; and Samule H. Wright, vice president and associate gen- 
eral counsel of PHH Group, Inc. 

From Coopers & Lybrand, Ira H. Shapiro, director of tax policy. 

Gentlemen, welcome to the Ways and Means Committee. We will 
proceed in the order I called you, and I would say in advance that 
all of your statements will be included in the record in their entire- 
ty. You are encouraged to summarize your remarks. 

Mr. Kastengren. 
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STATEMENT OF THOMAS W. GEARING, VICE PRESIDENT, FI- 
NANCE AND TAXATION, AND ROBERT H. KASTENGREN, EXECU- 
TIVE VICE PRESIDENT, TRANSPORTATION, RUNZHEIMER 
INTERNATIONAL 


Mr. GEARING. Mr. Chairman, members of the committee, I would 
like to introduce Mr. Robert H. Kastengren, executive vice presi- 
dent of the transportation division of Runzheimer International 
and myself, I am Thomas W. Gearing, vice president of finance and 
taxation. 

Mr. Kastengren will be presenting our testimony today and we 
will both be available for questions and answers subsequent to that 
testimony. 

Mr. Kastengren. 

Mr. KASTENGREN. We came today to address your concerns about 
recordkeeping, but we feel you should know a little bit about our 
background first. Runzheimer International was founded in 1933 
and is headquartered in Rochester, WI. We are an international 
consulting firm specializing in business travel, transportation, and 
living costs. 

Our transportation division’s consulting services cover all aspects 
of company owned, leased, and employee-owned fleets, and we 
serve over 2,000 business and governmental agencies worldwide. 

Our services include fleet cost and policy studies which help cor- 
porations establish proper recordkeeping procedures, automobile 
lifecycle costing models for State and local governmental agencies, 
the meal-lodging cost index used by the General Services Adminis- 
tration for identifying high cost locations and setting per diem 
limits and the development and maintenance of the model that is 
used by the IRS for their 20.5 cent writeoff limit for U.S. taxpayers. 

We are a oe and director of ACME, a membership that is 
obtained only by independent management consulting firms that 
meet the highest standards of professional, practice. 

Our experience obviously deals primarily with the business cars 
uséd for sales and service work. We note that cars used for busi- 
ness have been and should continue to be treated as legitimate 
business expense. Admittedly because the vehicle most often repre- 
sents a cost that is shared by the employer for its business use and 
by the employee for personal use, it is not easy to properly allocate 
the cost between its true business use on the one hand and its per- 
sonal value to the employee on the other hand. 

However, because there have not been strict guidelines to meas- 
ue the shared costs so that the personal value could be properly 

and taxed, it is a fact that company provided vehicles 
have often been intentionally used as a means to sidestep taxation. 

Although not widely discussed, the Tax Reform Act of 1984 will 
be an assist to the business community. This is because the proper 
recognition of the personal value of the company-provided vehicle 
can reduce the business fleet cost to the employer if the employee 
actually pays the employer for the personal use. 

Our research discloses that conservatively there are approxi- 
mately $11.5 billion in annual fringe benefit value to employes 
from company-provided cars. In a survey we conducted of 724 firms 
in October 1984, it was revealed that nearly 27 percent failed to 
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calculate and account for the personal use of cars driven on busi- 
ness by their employees. __. 

Our day-in and day-out consulting activities clearly show that 
about 80 percent of the 73 percent that do calculate an amount for 
the measurement of personal use are computing the amount inad- 
equately. 

Recordkeeping is essential to measure the personal value of the 
business car. Since the 1950’s company-owned and leased cars have 
been aggressively sold to policymaking corporate management as 
untaxed fringe benefits. 

In practical terms, an employee with a company-provided car 
could report much less personal use on the car than actual. Only if 
the corporate employer took a hard stand would the number of per- 
sonal miles driven begin to reflect the facts. 

Had the enforcement of previous regulations been effective, the 
Tax Reform Act of 1984 would not have had to address the issue of 
recordkeeping. 

I would sum it up by saying that each vehicle is a significant 
asset whose value is almost always shared between the employer 
and the employee. The shared cost can be measured and properly 
allocated as we have demonstrated for over 50 years in our consult- 
ing activities on behalf of thousands of corporations. 

Unfortunately, the American business community will not nor- 
mally institute proper cost sharing unless strictly required to do so, 
and a strict legal requirement can only be enforced if contempora- 
neous records are kept. 

We urge your reaffirmation of the need for contemporaneous rec- 
ordkeeping but on the reasonable and auditable basis outlined in 
the February 15 amended regulations with the exception that we 
feel that all business driving mileage can be combined into only 
one entry per day. 

We also recommend the retention of the 70 to 30 safe harbor 
split for sales and service cars. At stake is a fair and legitimate 
annual taxation of $11.5 billion, and equally as important is the po- 
tential reduction of corporate business costs if employees are ade- 
quately charged for their personal use of the business vehicle. 
Thank you. 

[The prepared statement follows:] 


STATEMENT OF THOMAS W. GEARING, VICE PRESIDENT, FINANCE AND TAXATION, AND 
Ropert H. KASTENGREN, EXECUTIVE VICE PRESIDENT, TRANSPORTATION DIVISION, 
RUNZHEIMER INTERNATIONAL 


Mister Chairman, Members of the Committee, I would like to introduce Mr. 
Robert H. Kastengren, Executive V.P. of the Transportation Division of Runzheimer 
International and myself, Thomas W. Gearing, V.P. Finance and Taxation for Runz- 
heimer International. Mr. Kastengren will be presenting our testimony today and 
we will both be available for questions after the testimony. Mr. Kastengren.. . 

We know that you are concerned about the recordkeeping needed to separate the 
business use from personal use on automobiles. We know that you do not want tax- 
payers to be unduly burdened with recordkeeping, but are equally concerned about 
the significant non-compliance under the prior law and regulations. We came today 
to address some of your concerns but we feel that you should know a little bit about 
our background first. 


119 


RUNZHEIMER INTERNATIONAL BACKGROUND 


Runzheimer International was founded in 1933 and is headquartered in Roches- 
ter, Wisconsin. We are an international consulting firm specializing in travel, trans- 
portation and living costs. 

We have developed the Runzheimer Standard Cost Reimburement Systems which 
form the basis for over one billion dollars in direct reimbursement to approximately 
260,000 client employees annually. Employees under this service receive accurate 
reibursement of car expenses by their companies. Runzheimer’s Transportation Di- 
vision consulting services cover all aspects of company-owned, leased and employee- 
ste fleets and we serve over 2,000 business and governmental agencies world- 
wide. 

Our services include: 

Fleet Cost and Policy Studies which help corporations establish proper record- 
es oa 5 procedures. 

The Runzheimer Plan of Automobile Standard Costs. 

Automobile life cycle costing models for state and local governmental agencies. 

Abiennial Survey and Analysis of Business Car Policies and Costs. 

The Runzheimer Reports on Transportation newsletter. 

Car cost data for the American Automobile Association. 

The Meal-Lodging Cost Index used by GSA for identifying high cost locations and 
setting per diem limits. 

The development and maintenance of the model that is used by the IRS for their 
20.5¢ write-off limit for U.S. taxpayers. 

We are a member and director of the Association of Management Consulting 
Firms (ACME)—a membership that is attained only by independent management 
consulting firms that meet the highest standards of professional practice. 

In addition to our Wisconsin headquarters, we have a branch office in Chicago 
and subsidiary corporations in Geneva, Toronto and Hong Kong. Activities in all lo- 
cations are coordinated by state-of-the-art electronic communications anchored by a 
mainframe computer located at our Rochester, Wisconsin headquarters. 


CONGRESSIONAL ACTION TO BETTER MEASURE THE PERSONAL VALUE OF COMPANY- 
PROVIDED CARS 


Cars used for business have been, and should continue to be, treated as a legiti- 
mate business expense. Admittedly, because the vehicle most often represents a cost 
that is shared—by the employer for its business use and by the employee for person- 
al use—it is not easy to properly allocate the cost between its true business use on 
the one hand and its personal value to the employee on the other hand. 

Howover, because there have not been strict guidelines to measure the shared 
costs (so that the personal value could be properly recognized and taxed), it is a fact 
that company-provided vehicles have often been intentionally used as a means to 
side-step taxation. 

Recoenee that this has been the case, the legislators took responsible action 
ma J y, to see that the value of the vehicle to the employee is properly measured 
and taxed. 

Although not widely discussed, this legislation has been an assist to the business 
community. This is because the proper recognition of the personal value of the. com- 
pany-provided vehicle can reduce the business fleet cost to the employer, if the em- 
ployee actually pays the employer for the personal use. 

research discloses that, conservatively, there are approximately: 

11.5 billion dollars in annual fringe benefit value to employees from company-pro- 
vided cars (based on: 8.5 million cars used for business, a $4,500 total ann cost 
(ownership and operating) per car, a 30% value ($1,350) that can be presumed to be 
the fringe benefit). 

14.3 million businesses operating in the U.S. 2.7 million corporation, 1.6 million 
partnership, 10.0 million self-employed. 

5 million of these 14.3 million operate one or more cars on business 

8.5 million cars are operated on business by these 5 million firms 

935,000 cars are operated by government agencies _ 

195,000 cars (2.3%) are executive level perquisites 

A survey we conducted of 724 firms in October 1984 revealed that nearly 27% fail 
to calculate and account for the personal use of cars driven on business by their 
employees. Our day-in and day-out consulting activities clearly show about 80% of 
the 73% that do calculate an amount for the measurement of personal use are com- 
puting the amount inadequately. 


49-094 0 - 85 - 5 
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RECORDKEEPING IS ESSENTIAL TO MEASURE THE PERSONAL VALUE OF THE BUSINESS CAR 


The enforcement of the recordkeeping requirements prior to TRA of 1984 was too 
loose. Since the 1950s, company-owned and leased cars have been ively sold 
to policymaking corporate management as untaxed fringe benefits. Very few firms 
have accurately measured the personal value of company-provided cars and assessed 
proper chargebacks to the employee. In practical terms, an employee with a compa- 
ny-provided car could report much less personal use on the car than actual. Only if 
the corporate employer took a hard stand would the number of personal miles 
driven begin to reflect the facts. . 

Had the enforcement of previous regulations been effective, the TRA of 1984 
would not have had to address the issue of recordkeeping. 


TEMPORARY REGULATIONS ISSUED BY THE IRS ON JANUARY 7, 1985 


The regulations together with the questions and answers issued by the IRS were 
intended to be reasonable and instructive. 

They spelled out the kind of information that should be maintained in the con- 
temporaneous records: 

(a) The date of the use of the property. 

(b) The name of the user. 

(c) The number of miles. 

(d) The purpose of the use of the property (e.g., to make a sales presentation). 

Unfortunately, the regulations left room for over-interpretation. 

Some felt that the regulations required every movement of the vehicle to become 
a separate entry on some log. So that if six business stops were made, coupled with 
a lunch stop and peatuaioees there would be an entry for each action, to show 
milage, time of day, name of business, name of contact, exact location, etc. 

_ We don’t feel that this was ever the intent of the Treasury Department and we do 
not endorse any extreme form of logging. 

We do feel that the February 15 clarification of what constitutes an adequate con- 
temporaneous record for automobile mileage is reasonable, with one exception. It 
should be allowed that all business driving milage may be combined into only one 
entry per day. Thus, the expense report forms of most corporations (see an example 
as ibit 1) will continue to suffice as an acceptable ‘contemporaneous record.” 
We find, with firms already using this form of contemporaneous recordkeeping, that 
each driver spends a orien two minutes per day to comply—a recording ac- 
tivity that is incidental to the overall travel cost amounts that are recorded for the 
balance of an employee’s travel activities, 


ATTACK ON THE JANUARY 7 TEMPORARY REGULATIONS REGARDING RECORDKEEPING 


There has been a great deal of concern about the stringency of the recordkeeping. 
Some honestly find it to be an additional burden. However, for the majority of 
sales/service personnel working for corporations, keeping a record on milage is less 
onerous than (and actually incidental to) the records that have to be kept for the 
majority of their other business expenses. 
| owever, we all need to also recognize that a substantial portion of the rhetoric 
criticizing recordkeeping is merely a disguise to prevent the potential dollar impact 
from being realized. After all, if recordkeeping is stripped of its teeth, it will serious- 
ly im the whole intent of the original Congressional action. 

If, for example, you have 30% personal use, but through lax recordkeeping only 
report 5% personal use, a 25% sum is lost for taxation. | 

t in terms of one employee with a vehicle that carries a $4,500 annual cost, 
that is $1,125 that won’t be taxed. 

Put in terms of the 8.5 million cars used for business, that is 9.6 billion dollars in 
fringe benefit value that won’t be taxed. 


FINAL DRAFT (2-15-85) OF TEMPORARY REGULATIONS ISSUED BY THE IRS 


Under the latest draft of regulations, a corporation with a car used for sales/serv- 
ice work can use the safe-harbor alternatives: 

A. Use a 30% presumed personal ratio and not kee ser pis ahha records. 

B. Record only the total number of miles driven and the miles driven for personal 
purposes, and not keep contemporaneous records. ; 

Option A, of course, applies primarily to cars used regularly in sales/service ac- 
tivities. This is a fair option for those who do not wish to maintain contemporaneous 
records. It logically recognizes that the vast majority of company-provided cars are 
available io the business) and this is a legitimate business expense) only on business 


121 


days—which is normally 5 of each 7 day week. And % results in a decimal equiva- 
lent of 71.4%. 

Option B, is, in effect, an even more relaxed requirement than the situation prior 
to the TRA of 1984. If the personal miles reported are inaccurately low, there is 
little recourse for the employer or for the IRS auditor—and there is a significant 
financial impact in lost tax dollars to the Treasury 

If, for example, an employee has 30% eraonal use, but only reports 5% of the 
miles as personal, a 25% sum is lost for taxation. 

Put in terms of one employee with a vehicle that carries a $4,500 annual cost, 
that is $1,125 that won’t be taxed. 

A scenario of what the reporting of only personal miles could result in, is a situa- 
tion in which the driver reports either once per quarter or once per year, a simple 
one-sentence statement of what his personal and total miles were in that reporting 
period. The current regulations do not require any more detailed reporting than 
this. This will undoubtedly result in substantial under-reporting of personal miles 
by some drivers, as well as a possible overstatement of total miles, since odometer 
readings are not necessary under this alternative. When either the company or 
driver is audited by the IRS, the auditor is very likely to be suspicious of the low 
personal use. At this point several things could happen: 

first, the auditor may suspect the personal use is under-reported and arbitrarily 
make an assessment at a higher personal-use value or possibly disallow all of the 
automobile expenses. 

second, the auditor might review all of the contemporaneous records that are still 
required to be maintained for all other travel and entertainment expenses. If this 
review indicates that there is not a pattern of daily travel and entertainment ex- 
pense, the auditor will assume that there are a number of days when the only auto- 
mobile use was personal use and again, either assess an arbitrary personal-use per- 
centage or disallow all the automobile expenses. 

A third possibility would be the auditor estimating the commuting mileage of the 
driver times the number of business days, to arrive at an adjusted personal-mileage 
figure, which is still probably understated since it ignores all the other personal use 
that the driver may have accumulated. 

In all of these examples, the taxpayer will protest the assessment on the basis 
that the regs have been complied with. The IRS will maintain that their assessment 
is proper and that there has been under-reporting of the personal use and no one 
will have the records to prove what the right answer should be. Therefore, the issue 
will have to go a higher appellate level or to tax court to be resolved. I think it is 
obvious to everyone here that this will result in a greater cost and waste of time 
than any form of recordkeeping. 

Option B, reporting only the personal and total miles, should be eliminated from 
the regulations. 

In our daily consulting experience, corporate America has already begun to have 
their employees keep contemporaneous records and the system is slowly coming on 
stream as an accepted business activity. 


FINAL SUMMATION 


Each vehicle is a significant asset, whose value is almost always shared between 
the employer and the employee. This shared cost can be measured and properly al- 
located as we have demonstrated for over 50 years in our consulting activities on 
behalf of thousands of corporations. 

Unfortunately, the American business community will not normally institute 
proper cost sharing unless strictly required to do so. And a strict legal requirement 
can only be enforced if contemporaneous records are kept. 

We urge your reaffirmation of the need for contemporaneous recordkeeping—but 
on the reasonable and auditable basis outlined in the February 15 amended regula- 
tions, with the a ea that all business driving mileage may be combined into 
only one entry per oy, 

We also recommend the retention of the 70/30 safe harbor split in lieu of contem- 
poraneous recordkeeping for sales/service cars because it logically relates to a 
normal business usage of 5 days in a 7 day week. 

At stake is a fair and legitimate 11.5 billion dollars annual taxable base to the 
Federal government. And equally as important is the 11.5 billion dollar potential 
reduction of corporate business costs if employees are adequately charged for their 
personal use of the business vehicle. 
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INDIVIDUAL/COMPANY CONTACTS* 





ENTERTAINMENT COSTS 





Must be completed for each customer/prospect visit where business expenses are incurred. 
Receipts must be attached for any expensé of $25.00 or more. 
Business entertainment/meeting expenses must be accompanied by the names of those 


entertained or in meeting, the name and address of the location where the meeting/ 
entertainment took place, the meeting purpose, and the date, time and ssount. 
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Mr. JoneEs. Thank you very much. 
Mr. Arbaugh. 


STATEMENT OF EUGENE A. ARBAUGH, PRESIDENT, PETERSON, 
HOWELL & HEATHER, INC., ACCOMPANIED BY SAMUEL H. 
WRIGHT, VICE PRESIDENT AND ASSOCIATE GENERAL COUN- 
SEL, PHH GROUP, INC. 


Mr. ARBAUGH. Mr. Chairman, members of the House Committee 
on Ways and Means, my name is Eugene A. Arbaugh, and I am 
president of Peterson, Howell & Heather, Inc., of Hunt Valley, MD. 
With me today is Samuel H. Wright, our vice president and associ- 
ate general counsel. 

I sincerely appreciate the opportunity to testify before you this 
afternoon. Peterson, Howell & Heather was founded in 1946 to pro- 
vide consulting and management services to companies which uti- 
lize automobiles and trucks in the conduct of their business. 

PHH has currently over 230,000 vehicles under its management 
programs which makes it the leading company in the motor vehicle 
fleet management industry. In the interest of the committee’s time, 
I will summarize my written testimony by emphasizing the follow- 
ing points. 

The outpouring of response from corporate America on the issues 
before the committee today is not due to their desire to avoid or 
evade their responsibilities. Businesses simply desire that their re- 
sponsibilities be clarified and simplified. 

It is not in the Nation’s best interest to have the cost of adminis- 
tering a portion of the tax law outweigh the amount of tax remit- 
ted. Most companies today maintain detailed analyses on the cost 
of operating their motor vehicle fleets including the amount of per- 
sonal use of each vehicle. 

Many companies obtain driver reimbursement of these costs, not 
for tax reasons, but as a sound business practice to reduce their 
costs. These costs are documented by periodic worksheets complet- 
ed by the driver. I have attached several actual examples of these 
worksheets to my written testimony. 

PHH urges the committee to accept such records prepared and 
maintained in the ordinary course of business as satisfying the rec- 
ordkeeping requirement even though they may not be contempora- 
neously maintained. 

The Treasury’s proposed and temporary regulations create an 
unfair and inequitable result which I feel confident was never in- 
tended by Congress when the 1984 tax act was passed. The regula- 
tions reached the result that two drivers of identical vehicles which 
use the vehicles for an identical number of personal miles may be 
subject to significantly different amounts of imputed income. 

In my written testimony, I describe two real world examples of 
such vehicle usage which results in tax liabilities which may vary 
by more than $600. 

Mr. Chairman, members of the committee, we do not understand 
the logic or equity in that result nor do the companies that we 
serve, and I strongly suspect that you share our view. These regula- 
tions cannot be allowed to create such inequities. 


125 


The Treasury's proposal establishing a safe harbor or 70 percent 
business use for fleet drivers is an effort to eliminate recordkeeping 
requirements. Our statistics, summarized in my full testimony 
show that this safe harbor will not provide any administrative 
relief for 95 percent of legitimate commercial fleet drivers. 

PHH suggests that the committee evaluate the Treasury’s con- 
cept of a safe harbor and, if it determines that such a concept be 
retained, the business use percentage be increased to approximate- 
ly 85 percent. 

The withholding requirements also are extremely onerous and © 
require that employers base their quarterly filings on actual, not 
estimated, information. 

PHH questions the need for such a precise basis for quarterly fil- 
ings and urges the committee to permit employers to make such 
filings based upon good faith estimates. 

Mr. Chairman, the IRS Treasury has not dealt with a crucial 
issue in these proposed regulations which requires clarification. 
Companies are uncertain as to the basis for differentiating between 
business and personal miles for many trips. Many drivers of com- 
mercial automobiles rarely travel to their employer’s office. It 
would not be unusual, for example, for a Washington, DC salesman 
to have his first call of the day be in Richmond, VA, over 100 miles 
away. 

It seems to us that all such trips made by such a driver to make 
business calls should be business use. In a never finalized regula- 
tion, Treasury would treat that 100 mile Washington to Richmond 
trip as commuting or personal miles. We do not support such a con- 
clusion but are uncertain as to Treasury's current position. We 
urge you to give Treasury direction in this area. 

Many companies reviewed Treasury's proposal, analyzed the ad- 
ministrative burdens and decided to have their employees supply 
their own vehicles. This action could have a significant adverse 
impact on domestic motor vehicle manufacturers. Our studies indi- 
cate the salesman-owned fleet would be composed of at least 30 per- 
cent foreign-manufactured vehicles as opposed to the current 98 
are domestically manufactured vehicles in company provided 

eets. 

The same studies also conclude that salesmen keep their vehicles 
in service for at least 1 year longer than company provided vehi- 
cles. We do not feel the Treasury proposed regulations should be so 
administratively onerous as to permit such a result. 

While the confusion continues to exist, corporate America is 
spending hundreds of millions of dollars trying to gear up to 
comply with the temporary regulations and a statute which is sub- 
ject to change. This situation requires prompt action by the com- 
mittee. 

Mr. Chairman, members of the committee, I wish to thank you 
for allowing me to submit PHH’s view to you this afternoon on 
these issues of importance to businesses all across this country. 

I welcome the opportunity to try to respond to any questions on 
my testimony. 

[The prepared statement follows:] 
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STATEMENT OF EUGENE A. ARBAUGH, gi mre oF PETERSON, HOWELL & HEATHER, 
Cc. 


Mr. Chairman and members of the House Committee on Ways and Means, my 
name is Eugene A. Arbaugh and I am President of Peterson, Howell & Heather, Inc. 
of Hunt Valley, Maryland. With me today is Samuel H. Wright, Vice-President and 
Associate General pebringes air our nt com eae cera PHH Group, Inc. I sincerely ap- 
preicate the opportuni oe fore ae 

Peterson, Howell an Heather” Inc. (“PH&H”) was fournied i in 1946 to provide con- 
sulting and management services to companies which utilize automobiles and trucks 
in the conduct of their businesses. PH&H currently has over 230,000 vehicles under 
its management programs which makes it the rary 44 mpany in the motor vehicle 
fleet management industry. A typical PH&H client a fleet of over 100 vehicles 
and many of our clients operate fleets of several thousand vehicles. Companies 
served by PH&H include many of the Nation’s largest corporations with vehicles 
located in every state. I have been employed by PH&H in a variety of managerial 
and executive positions for more than twenty years. 

During the last several months, fleet aanainistrator: business executives and even 
tax executives of our clients have been bombarding us with questions on the appli- 
cation and administration of the ee sets of Treasury regulations which have re- 
cently been released. My pcos this morning is to share with you some of the 
major issues and concerns being raised by companies operating large fleets of auto- 
mobiles, but before doing so I feel obligated to report to the Committee that the cen- 
tral theme of the companies we serve—“Corporate America’—is that they want 
clarification and simplification of their responsibilities. They are not concerned 
about collecting and remitting any tax legitimately due. They are concerned that 
reasonable statutory provisions or regulations be developed that cost less to imple- 
ment than the tax which is due. Under the Treasury’s current proposals, the cost to 
administer the program in most cases far outweighs the amount of tax being with- 
held and remitted. 

Corporations which utilize large fleets of vehicles question the necessity for con- 
temporaneous or daily records of vehicle mileage for the proper administration of 
the tax law. For over thirty years PH&H has been processing vehicle-related ex- 
pense worksheets and providing re i ae analyzing this data to its clients. These 
worksheets capture information suc asoline purchases, tolls, repairs and simi- 
lar vehicle expenses and also contain information on the number of personal and 
business miles driven during the reporting period. These worksheets are typically 
produced on a monthly or weekly basis and are often prepared during the day or 
half a day which the sales or service driver periodically sets aside to catch up on 
paperwork. Samples of these worksheets are included with copies of m Be ee 

e Committee should a ee note that companies t personal 
use mileage be recorded upon cost control objectives an nt tax reasons. 
Companies need to monitor expenses as an integral part of the overall management 
of their enterprise. In order to reduce the cost of operating a fleet of vehicles, most 
companies charge drivers for the personal use of company vehicles at a mileage rate 
designed to make the company whole for this expense. 

These worksheets typically are reviewed and approved before the expenses are re- 
imbursed to the driver. This pe el process creates a more timely monitoring of 
the reports’ accuracy than would ever result from the separate and often duplica- 
tive “contemporaneous” log books required by the Treasury regulations. 

PH&H urges the Committee to modify the statute to permit such records, pre- 
pared and maintained in the ordinary course of business on a less than “contempo- 
Banged ’ basis, be acceptable for tax compliance purposes. 

wee of records of vehicle usage maintained by PH&H is set forth in Ex- 
hibit A “P Summary Statistics” of my testimony. report does not include 
phir use information concerning several of our larger fleets which do not permit 

rsonal use and whose vehicles are stored on the employer’s premises duri 

aya usiness hours. Because of the deletion of inet vehicles, we feel the attached 
Exhibit is an accurate summary of vehicle usage io cae whose employers 

rmit personal use of ee provided vehicles. ae eae ints out two 
awe i in the proposed Treasury regulations which we feel merit t the mmittee’s at- 
tention. 

I invite the Committee’ s attention to the data on line “E”’ of Exhibit A labeled 
“Average Personal Miles”. The average monthly personal miles under each category 
of business mileage does not deviate significantly from the overall average of less 
than 300 personal miles per month. It is PH&H’s position, and one shared by almost 
all of the companies which use our services, that 300 miles of vehicle use has the 
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same value to an e a he drives 1,000 miles per month or if he drives over 
3,000 miles per mon Based on the two foregoing categories of total use just de- 
scribed and assuming a vehicle valued at $10,000, we have calculated on Exhibit B 
the imputed taxable values of this personal use based u pon the Treasury’s proposed 
regulations. The proposed regulation reaches the result that the 300 miles of month- 
ly personal use somehow has an annual value of $1,128.00 to one employee and 
$508.00 to another employee. Mr. Chairman, members of the Committee, we don’t 
understand the logic or equity in that result, nor do the companies we serve, and I 
strongly suspect that you share our view. 

The second issue highlighted by the summary on Exhibit A is that the “safe 
harbor” created by Treasury’s proposed tions allowing companies to maintain 
no records for certain drivers and claim that 70% of the use of the vehicle is busi- 
ness use and 30% is personal use provides record keeping relief for only five percent 
of corporate fleet drivers. I invite the Committee’s attention to line “G” labeled 
“Percent Personal Miles” on Exhibit A. It is Stag Moos low mileage drivers in 
column 1 which are benefitted by the safe harbor. The remaining 95% of re 
fleet drivers would maintain records to substantiate their much higher business 

usage. Assuming the employer selected the 70/30 alternative, the employee's records 
would be subject to audit when the IRS examines the employee’s not the employer's 
return. such individual records would significantly increase the costs of 
such audits by agents. 

PH&H suggests that the Committee evaluate the Treasury's concept of a “safe 
harbor” and, if it determines that such a concept should be retained, the business 
use percentage for a legitimate business driver should be increased to approximately 
85% based upon the cumulative average from our summary analysis 

Treasury’s proposed regulations fail to provide any y Suen to S anable companies 
to differentiate between business and personal tri y drivers of these business 
automobiles rarely aaa “ an | aos peal s office. It would not be unusual, for exam- 

le, for a Washington, D uaa to have his ‘Giet call of the day be tn 
ichmond, Virginia over too miles away. It seems to us, and the companies which 
use our services, that all of the trips made by such a driver to make business calls 
would be business use. Uncertainty exists among many employers since several 
ae ago Treasury issued a never-finalized regulation which would treat such a 
n to Richmond trip as commuting or personal miles. We do not support 
such a determination but are uncertain as to Treasury's current position. Obviously 
such a determination is crucial to the issue now before the Committee and needs to 
be addressed. 

Companies which utilize large fleets of vehicles have significant concerns regard- 
ing their pee mitotane obligations which require immediate action by the Committee. 

Treasury's pre regulations require that quarterly withholding filings and 
payments must upon actual driver records unless the safe harbor percent- 
aye used but do not cecinit the employer to make a good faith estimate of person- 

use in meeting these quarterly obligations. 

It ‘is simply not possible for companies to gather information from drivers all 
across the country, analyze the data and compute the taxable fringe benefit during 
the period from t e end of a calendar quarter until the due date of the employer's 
quarterly filing and payment obligations. 

I’m not certain of Treasury’s reasons for req exact mileage information as 
the basis for the quarterly . Since thea ane ding rate is a uniform twenty 
percent: even if employers could overcome the data collection and computation prob- 
ems, the amount of tax paid on behalf of an sneer would always be an estimate 
subject to year-end adjustments when the ser pedal iles his personal tax return. 

PH&H urges the Committee to reduce employers’ concerns of penalties generated 
by i improper quarterly filings by permitting them to make these filings based upon 
“good faith” paragon 


The Treasury oe ages. require employers to file their first quarterly 
return and payment by July 1985. Compliance with that deadline requires a sig- 
nificant investment in changes to forms, computerized payroll systems and related 


ee Employers are naturally concerned about making such widespread and 
ly changes while issues such as I have described remain unresolved. 

&H recommends that the Committee postpone employers’ withholding obliga- 
ine until at least six months after Treasury regulations are finalized on issues 
relating to record keeping, valuation and withholding requirements. 

The Committee shoul "also know that some companies have responded to the 
series of Treasury regulations and the administrative burdens imposed thereby by 
stating that they will discontinue their policy of providing motor vehicles to employ- 
ees. In the future these companies will require that all sales and service personnel 
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supply their own vehicles. If significant changes are not made to the statute or regu- 
lations, many more companies may join this movement. The adverse impact of such 
a movement on domestic manufacturers could be significant. 

Today, commercial fleets are comprised almost totally of domestically produced 
vehicles and account for approximately twenty percent of Detroit’s output. Our 
studies indicate that a fleet of vehicles independently purchased by salesmen for 
business use would contain a significantly higher percentage of foreign manufac- 
tured vehicles. We think it is reasonable to assume that this percentage would 
likely reflect the current trends of vehicle retail sales which would mean that to- 
morrow in excess of 30% of vehicles in the Nation’s commercial fleets could be of 
foreign manufacture. Our studies also show that salesmen-owned vehicles remain in 
service for more than a year longer than company-provided vehicles. These two ele- 
ments—more foreign vehicles in commercial fleets and slower vehicle replace- 
ment—are two significant negative impacts on domestic manufacturers which we 
feel should not occur as a result of Treasury's record keeping requirements. 

Mr. i , members of the Committee, I wish to again thank you for the op- 
portunity to appear before you today on this issue which affects so many large and 
small companies across the country. I welcome the opportunity to try to respond to 
any questions on my testimony. 
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Mr. JoNEs. Thank you very much. 

I want to get an interplay after we are through with the final 
panelist. 

Mr. Shapiro. 


STATEMENT OF IRA H. SHAPIRO, DIRECTOR OF TAX POLICY, 
COOPERS & LYBRAND 


Mr. SHapiro. I am Ira H. Shapiro, the director of tax policy for 
Coopers & Lybrand. We are an international accounting firm with 
95 offices throughout the United States. I am testifying before you 
today on behalf of my firm. 

Part of our role here in the Washington office is to advise our 
clients and our 95 offices on how to comply with changes in the 
code and changes in the regulations. We have had our hands full in 
dealing with these provisions when they emerged as legislation and 
then as regulations. 

We believe we have some views on the matter that may be of 
_ benefit. We view the nature of the problem to be manyfold. Part of 
it is inherently in the structure of the code as you are trying to 
correlate rules in a number of different areas—compensation, 
working condition exclusion, recordkeeping, and the limitations on 
ACRS and ITC. 

We also feel that there is an issue in drawing up such a finite set 
of regulations because of the large number of persons to whom it 
would apply. You have employers, employees and self-employed 
people. Then you have all kinds of applications of it, to manufac- 
turing companies, large and small companies, construction compa- 
nies, municipal employees and I could go on. 

We think another part of the problem, and maybe the most sig- 
nificant part, is the regulatory approach. That is that everyone, 
unless you meet an exception, must keep highly detailed records, 
and furthermore, there seems to be a premium on a high degree of 
precision and exactitude. There is a low tolerance for errors. All of 
this is necessary to determine business use on the one hand and 
valuation and compensation issues on the other. 

These items we believe underpin some of the problems that have 
been referred to by the speakers today. We have analyzed the regu- 
lations and we have commented on a number of areas where we 
think they can be improved. We have covered that in our state- 
ment, and we intend to provide that to Treasury as well at the ap- 
propriate time. 

I would like to skip through that now, though, to get to what we 
think is the nub of the issue. That is, even if these changes were 
made to the current set of regulations, we believe there would still 
be an inherent problem in dealing with the compliance issues for 
those who, in good faith, want to attempt to comply with it, dealing 
with the issues of cost and burden. 

Therefore, we have attempted to provide some alternatives. You 
might call it repeal. You might call it a middle ground, but at least 
it is different than the existing set of regulations. 

The first part of this is bottomed on a premise that we can ac- 
complish 90 percent of the objective with 30 percent of effort. First 
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of all, in order to do that, there must be a willingness to accept 
somewhat less precision than is in the existing rules. 

Second, there must be a willingness to adopt broader-based rules. 
Once this is done, I believe you can have a system that is based 
upon less rigorous records than are proposed in the current 
ig AE i the pre-1984 rules or perhaps something more 
than the pre-1984 rules, perhaps a monthly summary of some kind 
with adequate documentation to back that up, but certainly not the 
detailed records that are required for each trip. 

Again, I am speaking of applying this to the broad base of 
people. There is nothing here against, and we would support, spe- 
cific exceptions for municipal employees that you heard from today 
and better definitions for commuter rules. . 

But what I am talking about is a broad-based system that would 
deal with adequately most of the other people involved, and what 
we would propose is reliance on broad bands of personal use. For 
example, and I have it on page 3 of the outline, you might have a 
band of 10 to 30 percent of personal use, 30 to 50 percent and so on. 
You could use any set of numbers as long as the bands are wide 
enough. There is not as much of a premium then on keeping the 
detailed records. As long as you can show you fall in that band. 
Then there a matrix is used, based on the value of the car, to come 
up with the dollar amount of compensation. 

One of the critical issues in any change from the present system 
is what kind of records will be needed to deal with the very diffi- 
cult compensation issues, let alone the deduction issues. We would 
urge that this system be applied across the board. If someone felt 
they did not get the proper amount out of the system, then they 
could keep the minutely detailed records to get higher amounts. 

Basically you would establish wide bands and then you would 
target the dollar amount based on the midpoint of that band. In 
addition to dealing with compensation issues, you could use this ap- 
proach as well for the self-employed, to determine what their per- 
sonal use is. 

One final point. Using the same system, if you do not want to 
apply it across the board, it could be used for some groups. There is 
already a policy in the code of dealing with automobiles of more 
than approximately $16,500 differently than automobiles of less 
than $16,500. We would suggest a similar kind of relaxed record- 
keeping system for all automobiles of less than $16,500 so that, 
again, you are dealing with large numbers of people and carving 
them out on some more rational approach, easier to live with 
system than is in the existing set of rules. 

Thank you. 

[The prepared statement follows:] 


STATEMENT OF IRA H. SHAPIRO, NATIONAL DirRECTOR oF Tx Poticy, Coopers & 
LYBRAND 


I. INTRODUCTION 


. I am Ira H. Shapiro, Director of Tax Policy for Coopers & Lybrand, an interna- 
tional accounting firm, with 95 offices throughout the United States. I am testifying 
before you today on behalf of my firm. 

A major part of our role in the National Tax office of Coopers & Lybrand is to 
advise our practice offices and our clients on compliance aspects of new legislation 
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and IRS regulations, rules and procedures. We have, therefore, spent a considerable 
amount of time analyzing the relevant Code provisions and the temporary and pro- 
posed regulations that are the subject of today’s hearing and an even greater 
amount of time responding to questions and attempting to find answers to a variety 
of issues raised by our practice offices. 

Concerns about the potential for overstatement of business expenses and about 
compliance with the prior law’s recordkeeping requirements led Congress in the Tax 
Reform Act of 1984 to enact new rules to strengthen the recordkeeping require- 
ments in order to better substantiate business use of automobiles and certain other 
property. In recent months, through temporary and proposed regulations, the Treas- 
ury Department and the Internal Revenue Service have begun interpreting the new 
recordkeeping rules. In general, Treasury and IRS have done a commendable job on 
a less than enviable task in a short period of time. However, as the Committee is 
well aware, these regulations have been severely criticized for their complexity and 
for the enormous increase in recordkeeping burdens that they will impose on a very 
large number of employers, employees and businesses generally. As a result of these 
criticisms, many in and out of Congress have urged the repeal of the recordkeeping 
requirements newly imposed by the 1984 Act. The implications of such a repeal are 
not clear. However, we recognize that a reversion to the prior law’s recordkeeping 
requirements does not address all of the issues that must be faced in the related. 
provisions of Code §§ 61,132 and 280F, particularly with regard to determining em- 
ployee compensation. 

Our purpose today is to identify what we see as the major problems in this area. 
Where we can, we have tried to suggest some simplifyng modifications to the pro- 
ss regulations that may deserve further consideration by the Committee or the 

partment of Treasury. 

However, we also believe that given the nature of the problem, the regulatory ap- 
proach being pursued by Treasury will remain unacceptably complex, even if these 
modifications are made. Accordingly, we have also considered some alternative ap- 
proaches that we believe would be simpler to implement, although with some sacri- 
fice in precision. We believe that a more general approach is necessary to imple- 
ment the statutory changes made in the 1984 Act in a less complex manner with a 
more positive effect on compliance. Although Treasury may nave the authority to 
adopt such changes, they may be reluctant to do so without Congressional concur- 
rence. 


Il. MAJOR SOURCES OF COMPLEXITY 


We have come to the conclusion that a major source of the problems that have 
arisen under the proposed regulations is the nature of the universe which is being 
regulated. A very large number of employees, employers, the self-employed and 
businesses generally are affected. Further, the range of fact patterns is almost infi- 
nite. 

Consider for a moment that these rules apply to both the largest and smallest of 
corporations, partnerships, and all manner of sole proprietorships. They also apply 
to activities as diverse as manufacturing companies, construction concerns, and all 
sorts of sales and delivery operation as well as the small real estate office or hard- 
ware store. It is going to be most difficult under any circumstances to develop a set 
of precise rules that works equally well for all of these affected groups. 

The present situation is further complicated by the fact that we are really dealing 
with regulations that impact a number of Code sections. New regulations are pro- 
posed under Code §§ 61 and 132 on compensation and the working condition exclu- 
sion, under Code § 274(d) on recordkeeping, and under Code § 280F, limiting ITC and 
ACRS deductions for certain automobiles. We have found that much of the complex- 
ity and confusion about the temporary regulations results from the interaction of 
the various Code provisions and the regulations that have been promulgated to im- 
plement them. 

The final factor which adds complexity is the regulations themselves and the reg- 
ulatory framework Treasury has adopted. These regulations reflect a desire to reach 
exactitude in recordkeeping, to permit a large number of options in the methods 
available to employers and employees for recordkeeping and valuation purposes, 
and to allow a low tolerance for error in valuing any employee benefit involved. The 
tone is established by the general requirement that, unless an exception applies, all 
taxpayers who use an automobile for both business and personal purposes are re- 
quired to keep detailed “adequate contemporaneous records” in order to substanti- 
ate any deduction or credit for business use. 
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Complexity has resulted from attempting to achieve these high standards for pre- 
cision in the diverse environment we have described. On an individual level, the dif- 
ficulties become first one of definitions—figuring out where you fit—and second one 
of interpreting what set of rules then applies to your situation and what the compli- 
ance requirements are. 

The proposed regulations themselves can be improved and some fo the confusion 
reduced. We have, in Section IV of this statement, discussed a number of areas 
where we believe the regulations can be improved to achieve greater consistency, 
solve definitional problems and address issues of implementation. These areas are 
as follows: consistency in definitions and applications; uniformity between employ- 
ers and employees; clarification of safe harbors; establishing values for employees; 
and improvements in implementation. 

Nevertheless, we have concluded that the proposed regulations, even if modified 
as we suggest, will inevitably remain complex as long as the Congress and the 
Treasury seek great precision in an area such as this where there is such diversity. 
Congress and Treasury must also be cognizant of the very real concerns expressed 
by some that the added costs and administrative burdens of complex rules in this 
area may well exceed any net benefit to the government. When tax rules are diffi- 
cult to comply with, or seem unreasonable, we believe a cost is also exacted in will- 
ingness to comply and in taxpayer attitudes towards our voluntary compliance tax 
system generally. 


Il! ALTERNATIVE APPROACHES 


Because of our belief that the regulatory approach adopted by Treasury to imple- 
ment the 1984 Act is inherently complex, we have also attempted to consider wheth- 
er other approaches would afford greater simplicity without sacrificing too much in 
equity or precision and which would nevertheless be consistent with the legislative 
policies enacted last year. Our suggestions involve the use of less precise but simpler 
approaches which in turn permit less rigorous recordkeeping. While not without dis- 
advantages, the alternatives provide a rational approach to contribute to a resolu- 
tion of the present dilemma. 

Our basic suggestion is that the Committee and the Treasury permit less rigorous 
recordkeeping in the circumstances described below. Such a modified requirement 
would be something less than a complete and detailed contemporaneous business 
use log, but something more than that permitted to suffice as corroborative evidence 
under prior law. For example, such a system might allow use of monthly summa- 
ries, along with other documentary evidence. We believe that use of the simpler ap- 
proaches we are suggesting would achieve both greater compliance and the original 
policy objectives of the 1984 Act. Since the negligence penalty of Code § 6653(h) has 
been extended to apply to failures to maintain the records necessary to substantiate 
one’s deductions, under whatever recordkeeping standards are required under Code 
§ 274(d), taxpayers will have an important incentive to maintain documentary evi- 
dence to substantiate business use. If a relaxed recordkeeping standard were applied 
to most individuals, or at least to large groups of taxpayers, a more acceptable regu- 
latory scheme would result. 

Our first and preferred approach is to assign fixed dollar amounts with regard to 
broad ranges of personal use of vehicles. These amounts would be determined on the 
basis of broad ranges of values for the particular vehicles used. Such an approach 
would be a simple and efficient means to determine employee compensation for em- 
ployer-provided vehicles. 

A resulting table would be produced that might look something like the following: 


COMPENSATION AMOUNTS 
Fair market value of vehicle 
ee aan 010 $5,000 --$5.000t0 «$7,500 to $10,000 to $20,000 to 
: $7,500 $10,000 $12,500 $25,000 
10 percent OF FOSS ..........scescecsessssseeseestecseeseeseeeee X X X X X 
>10 percent and < 30 percent... X X X X X 
> 30 percent and < 50 percent... X X X X X 
> 50 percent and < 70 percent... X X X X X 
>70 percent and < 90 percent... X X X X X 
>90 percent and < 100 percent... X X X X X 
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The midpoint of the ranges in the first column of this table could also be used to 
determine the percentage of business use for employer-furnished vehicles to 5%-or- 
more owner-employees, as well as employees and the self-employed using their own 
vehicles. Use of such an approach would not preclude keeping more detailed records 
for those who desire to justify a more precise percentage of business use. 

A variation on this theme would extend the policy of IRC Code § 280F by using 
the modified recordkeeping requirement for all vehicles valued at $16,500 or less. 
We would expect that the application of the modified requirement to these vehicles 
would permit a majority of business vehicles to use less burdensome recordkeeping 
rules. For more expensive vehicles, which were the initial source of concern of this 
Committee, more detailed records could be required. 

In our judgment, it would be easier under either of these approaches to achieve 
consistency between the methods used by the employer and employee for reporting, 
withholding and return preparation purposes. It would also be feasible to require 
that withholding during the year be based on an assumed percentage of personal 
use. Adjustments in withholding to reflect the actual percentage of personal use 
could be made during and at the end of the year. The safe harbors proposed in the 
temporary regulations for pool cars, multiple-stops, commuting and farming should 
remain available. 

We recognize that these alternatives require trade-offs between simplicity and 
precision. They are offered as constructive suggestions for simpler approaches to 
complex issues with overriding policy concerns. However, we believe the current di- 
lemma is one in which the equation between precision and simplification should be 
weighted more heavily on the simplification side in order to achieve the goal of de- 
veloping rules which can be administered and with which taxpayers can comply 
with a reasonable degree of effort. 


Iv. AREAS FOR IMPROVEMENTS IN PROPOSED REGULATIONS 


As noted earlier, there are areas where the proposed regulations could be im- 
proved and made less complex and confusing. We have organized our comments on 
the specifics of the regulations into five categories. These comments are included for 
illustrative purposes and to emphasize some of the more important issues we have 
identified. Our presentation today is not comprehensive, but we intend to prepare a 
more detailed submission on these matters at the time of the IRS public hearing. 


A. Improve consistency in definitions and applications of the regulations that apply 
across code sections 

Part of the confusion in this subject area stems from the fact that regulations are 
needed to implement related provisions of Code §§ 61 and 132, 274(d) and 280F. In 
the initial regulations many discrepancies were created in the rules and definitions 
as they applied under these different Code sections. These inconsistencies in turn 
created confusion about the intent—was it an error or oversight, or was there a real 
policy reason for a different rule, definition or application of a rule? The revised 
regulations solved many of these problems but some inconsistencies still exist that 
we find troublesome and unnecessary. We have illustrated several examples of such 
inconsistencies in Table 1 attached. We recommend that the various provisions be 
conformed to eliminate all unnecessary differences and to obviate problems created 
by different effective dates. 


B. Seek more uniformity between employers and employees 


The second table we have attached to our statement illustrates the number of rec- 
soho pdl yaa options available to both employers and employees under the proposed 
ations. 

e recognize the need for flexibility on the part of employers and employees to 
substantiate their business use. This allows employees to insure that the least 
amount of compensation for the personal use of the automobile will be included in 
their incomes. However, additional complexity is inherent with any recordkeeping 
system that gives employers and employees different options for substantiating their 
business use. In the present case, confusion has also n added as individuals at- 
tempt to interpret the rules and apply them to their circumstances. 

e suggest that Congress review the degree of flexibility desired and that consid- 
eration be given to imposing more uniformity between employers and employees, in- 
cluding the use of safe harbors. 
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C. Clarify safe harbor record requirements 
Where the regulations provide for optional safe harbors to meet the recordkeep- 


ing requirements, they also impose new evidentiary requirements to show that the 
e harbor actually will apply. Taxpayers cannot be sure that any safe harbor they 
use will not be successfully challenged. Therefore, if enpoyers rely on a safe harbor 
and their employees keep no records, and later the determines the safe harbor 
is not availab le, their deductions and credits computed on the basis of the safe 
harbor would be denied. Thus, the requirements for meeting safe harbors must be 
clear and create no uncertainties. Further, the recordkeeping requirements for the 
safe harbors per se should not be unduly burdensome. 


D. Establishing values for employees 


Questions have also been raised about the added complexity that is introduced by 
requiring fair market values for automobiles to be established for emloyees separate 
from the employer’s actual cost. Accordingly, we would recommend the Committee 
and the Treasury consider adopting the employer’s cost as the value standard in 
this area where so many taxpayers are affected and where variations between 
stated price and actual negotiated purchase price are so common. If this is not possi- 
ble, to the extent that annual lease tables are retained, the bracket amounts reflect- 
ed in the table might be increased from $1,000 to $2,000 increments to accommodate 
any discrepancies in vehicle pricing. 


E. Improve implementation 


Implementation of the new rules has been nothing short of traumatic for many 
taxpayers. Clearly the new recordkeeping rules have caught many off guard. As cer- 
tified public accountants, we have found that one of our more difficult tasks is edu- 
cating our clients as to the requirements imposed by the new rules. In turn, employ- 
ers must spend a significant amount of time educating their employees on detailed 
requirements and in monitoring whether in fact their employees are complying with 
the new rules. As we discussed above, the complexity of the new rules has only con- 
tributed to confusion on the part of employers and emloyees, and thereby has in- 
creased the difficulty in achieving uniform compliance. 

A major problem with implementing the new rules is withholding on the compen- 
sation that results from the personal use of employer-provided automobiles. Employ- 
ers have already recognized that it will be extremely difficult to analyze their em- 
ployees’ records of business use of employer-provided automobiles on a timely basis 
in order to withhold on the proper amount of compensation. In some instances it 
may be necessary for emloyers to hire additional employees just to process the 
records generated by employees provided with automobiles. The new recordkeeping 
rules have created an extremely burdensome administrative task for employers to 
process records kept by their employees. 

In addition, where employers and employees use different options under the rec- 
ordkeeping rules, compensation determined by the employer might not be consistent 
with an alternatively acceptable method used by the employee. Therefore, discrep- 
ancies will occur between the amount of income the employee reports on the Form 
1040 and the amount of compensation the employer reflects on the employee’s W-2. 
These differences can only create administrative difficulties for the IRS, employers 
and employees in reconciling differences. We suggest that this problem should be 
resolved by modifying either the IRS Form 1040 or W-2 to permit reconciliation of 
these differences. To further alleviate any discrepancies, adjustments to amounts 
withheld should be permitted during and at the end of the year, to account for 
actual amounts of personal use based on the employee's records. 

Investment credit recapture raises another implementation problem. Where the 
percentage of business use of listed property declines from the percentage of busi- 
ness use in the year the property was purchased, the taxpayer must recapture in- 
vestment tax credits unless the decline in business use occurs after the recovery 
period. Thus, even if the decline is only 1 or 2 percentage points (e.g., 80% to 79% or 
78%), the taxpayer must perform a detailed calculation to determine a small 
amount of recapture tax. We recommend that the term ‘“‘de minimis’ be quantita- 
tively defined, e.g., 10%, to alleviate recapture complications for minor changes in 
business use. 
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V. CONCLUSION 


In conclusion, we do not think the basic complexity of the proposed regulations 
can be significantly reduced by the modifications we have recommended. Neverthe- 
less, these changes would improve the regulations and would reduce confusion 
among those attempting to comply with them. 

Finally, we emphasize again our belief that more basic changes are needed to the 
present regulatory strategy. We hope our suggestions will be helpful to you in re- 
solving these difficulties. 
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Mr. Jones. Thank you very much. 

I think all of your testimony was helpful. What I would like to 
do is ask Mr. Kastengren to reply. You and Mr. Arbaugh were in 
pretty much direct conflict on your ap J ahaa to this subject. 

Where do you find faults in Mr. Arbaugh’s argument that he 
made, because your view of the facts seem to be diametrically op- 


Mr. KASTENGREN. Mr. Jones, actually I think that there are sev- 
eral parts of our testimony where I feel in agreement with Gene. I 
think that the business community in general does want to comply. 

I think that the single area that I found I was in opposition to as 
I heard what he was saying would be the relaxation of the safe 
harbor to an 85 percent level. I think we find that 70 percent is a 
reasonable safe harbor level, and if somebody wants to prove that 
they, in fact, use the car more than 70 percent for business, then 
contemporaneous or timely records would be the way to prove it. 

We do not agree with strict or onerous contemporary recordkeep- 
ing. We do not think that is what the Treasury Department or the 
IRS really had in mind. We think that as long as the business 
miles are recorded, that suffices for contemporaneous recordkeep- 
ing, and it needs to be only one entry per day or about a minute or 
a minute and a half per day entry so we are not talking about the 
ag contemporaneous recordkeeping that we heard all morning 


Mr. Jones. Mr. Arbaugh, would you like to reply? 

Mr. ARBAUGH. I would like to make two points. First of all, we 
maintain detailed records on 100,000 of our vehicles where we actu- 
ally track the business and personal miles. If the purpose of the 
safe harbor is to eliminate recordkeeping it just does not satisfy 
that requirement because what happens is 85 percent of the drivers 
would be required to keep the records in order to get justification 
for more business use. 

The other thing I would like to point out to the committee that 
in addition to the driver keeping the records, one of the big prob- 
lems is that corporate America is not geared up to capture that 
personal mileage, take it inhouse and in the month following the 
quarter, capture that information on the company’s W-2. 

In order to comply with the regulations, they must write comput- 
er systems to capture business miles. The current recordkeeping re- 
quirements cause tremendous changes in the accounting and pay- 
roll departments, and that is where a great deal of the expense and 
problems arise. 

Mr. JONES. Business tells us they are going to have to increase 
their costs to keep these records maybe more than $1 billion. Is 
that a reasonable estimate, and if so, is it reasonable to expect that 
they will deduct a good many of those expenses and the Treasury 

will ll not receive the additional revenue that they seek from compli- 
ance of these regulations? 

Mr. ArBauGH. Yes, there would be considerable business ex- 
pense. It is going to take major investments in information systems 
to capture the needed information. One of the major concerns the 
time frame in which the data must be captured. It is just very diffi- 
cult to produce accurate information 1 month after the calendar 
quarter ends because you need to collect raw data from the field, 
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and, since a lot of these men work out of their homes or branch 
offices, that information does not get back to the home office 
within the time frame needed 

Mr. KASTENGREN. Mr. Chairman, may I add to that? I think 
there is a mix of problems here, and the problem is primarily not 
with the contemporaneous recordkeeping perhaps but with the 
withholding, and the quarterly withholding certainly is seen as a 
major problem by corporations. 

So if that quarterly withholding could be attacked as a separate 
issue from the contemporaneous recordkeeping, I think you might 
find that it is a bigger issue, a bigger problem, because the adjust- 
ments each quarter would be very time-consuming. 

Mr. JoNEs. Mr. Duncan. 

Mr. Duncan. I have no questions. Thank you. 

Mr. Jones. Mr. Shapiro, do you want io add anything to what 
has been said? 

Mr. SHaprro. No, nothing more. 

Mr. Jones. Thank you all very much for your testimony. 

The next panel, representing Small Business United, John 
Galles, executive director for the Small Business Association of 
Michigan. 

The National Small Business Association, James McCarthy, di- 
rector of tax policy. 

The National Federation of Independent Business, J ohn J. 
Motley, director, Federal legislation. 

Don Alexander, representing the Chamber of Commerce of the 
United States, and also the former distinguished Director of the 
IRS, and he is representing the NAM and the Wholesaler-Distribu- 
tors. 

And Toni Hengesteg from Economics Laboratory, Inc. 

Welcome, Mr. Galles, if you will proceed ahead. All of the testi- 
mony will be included in its entirety and you will have 5 minutes 
to summarize. 


STATEMENT OF JOHN GALLES, EXECUTIVE DIRECTOR, SMALL 
BUSINESS ASSOCIATION OF MICHIGAN, REPRESENTING SMALL 
BUSINESS UNITED 


Mr. GALLES. Thank you, sir. We have submitted testimony to the 
Se i and I believe there are copies available through your 
counsel. 

Good afternoon. My name is John Galles. I am executive director 
of the Small Business Association of Michigan which represents 
2,500 small firms throughout our State. Our association is a 
member of Small Business United, a national small business advo- 
cacy group which represents small business organizations in 35 
States. I am speaking today on behalf of Small Business United 
and the small businesses which it serves. 

First of all, I would like to point out that small businesses are 
more than willing to pay their fair share of taxes, whether it be for 
fringe benefits or for such items as unemployment and workers 
compensation insurance. What concerns smal] business owners is 
that they often end up paying a relatively higher cost in proportion 


150 


to their payroll than do large firms for a variety of taxes and gov- 
ernment regulations. 

Unless you repeal these regulations, we encourage you to allow 
small businesses a large degree of flexibility under these es ee 
tions in order to insure fair treatment of small firms throughout 
the Nation. - 

In the introduction of the State of Small Business, the report of 
the President, presented March 1984, President Reagan wrote: 
“Regulation, when it is necessary, is increasingly achieved with a 
maximum of flexibility and common sense and a minimum of ex- 
traneous costs and burdens.” 

The regulation under scrutiny here does not si to fulfill 
these standards. At a time when there appears to a grassroot 
movement calling for a simplification of the Tax Code this move 
seems highly inappropriate. 

For most small businesses, this requirement only makes the proc- 
ess of seas taxes that much more complex. It ends up making 
them less efficient, less productive and less competitive. 

I would also like to point out that there is an extremely fine line 
between business and personal use of autos for many small busi- 
ness, especially family-run firms or sole Fished ar haa i Many 
small business people are almost never off the job because they 
combine meetings with meals and business contacts with trips. 

use small businesses are unique in size and character, I pro- 
pee that the Treasury Department grant small businesses more 

exibility in pda with these recordkeeping regulations. I 
would propose that such items as the 70/30 split offered to special 
categories of business owners such as farmers and people in sales 
and service profession be expanded to include all businesses which 
have fewer than 250 employees or have a gross sales of less than $6 
million per year. 

I would further like to suggest that the standard deduction is too 
low for many small business pevpe and should be increased to at 
.least 80/20 split. On the other hand, there are those businesses 
which would prefer, for business reasons, to calculate a 50/50 split. 

No one is disputing the fact that in the past the privilege of de- 
ducting various fringe benefits has been abused by certain mem- 
bers of the business community. It is highly unlikely that small 
businesses have contributed more significantly to this abuse than 
others. While we agree that it was necessary to reform the Tax 
Code and eliminate these abuses, we feel the brunt of these reforms 
must be borne by the abusers of the system. 

As you may have already discovered, the proposed recordkeeping 
requirements and indeed the entire package of lations has 
drawn an overwhelmingly negative reaction. I, too, have received 
many of the letters you have received. 

Company-supplied vehicles are one of the few fringe benefits 
which small businesses may be able to provide employees while 
benefiting the business itself. The stringent regulations on automo- 
bile use are perceived as another form of unnecessary Government 
intervention and a deterrent in a small businesses ability to com- 
pete for the best employees. 

It is necessary you understand and recognize the differences in- 
herent in small firms when these recordkeeping requirements are 
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established you need to take into account the time and money it 
will cost these small businesses to comply with your proposed rules. 
It is necessary to recognize these differences and allow for that 
flexibility. 

Small businesses are now providing the largest number of new 
job openings throughout the country. They are cushioning the de- 
cline of many of our more traditional large industries, and are soft- 
ening the impact that these declining firms are having on our un- 
employment levels. 

Small businesses are, in many cases, creating the technologies 
which will provide future jobs. 

In addition to making necessary income tax withholding upon 
the value of the personal use of the vehicle in question and employ- 
er has to pay the appropriate employer payroll tax on this assess- 
ment. 

Another quote from the President’s report on small business sug- 
gests that tax policies that sustain a cash-flow of small firms will 
continue to be a major goal of this administration. 

This regulation serves to restrict the cash of businesses. A small 
business is often cash short and any unnecessary restriction on its 
cash could prove to be quite detrimental to its daily operations. 

If the withholding requirement is, indeed, necessary it should be 
done on an annual rather than a quarterly basis. This would make 
the increase in paperwork less burdensome. Small businesses do 
not expect nor ask to be exempt from all annoying regulations. 
This we recognize as impossible. 

We do not expect preferential treatment because of our size. We 
expect treatment which is proportional to our size. 

In a letter I recently received from Congressman Bill Broomfield, 
he wrote: “These IRS regulations fly in the face of every effort to 
simplify our tax laws and ease the business paperwork burden.” 

I concur wholeheartedly with the Congressman’s assessment of 
the situation. In reforming the Tax Code, special care must be 
taken not to further complicate an already incredibly complex 
system. 

Once again, I would like to stress the need for maximum flexibil- 
ity in these regulations as they apply to small businesses. If this 
flexibility is not written into the current legislation or into the cur- 
rent regulations, we would have to support House Resolution 531 
and Senate Resolution 260 which call for a complete repeal of the 
IRS statutory authority to implenient those vehicle regulations. 

On behalf of Small Business United and its individual organiza- 
tions, I want to thank you for this opportunity to testify before 
your committee y. 

[The prepared statement follows:] 


STATEMENT OF JOHN GALLES, EXECUTIVE DirecTror, SMALL BUSINESS ASSOCIATION OF 
MICHIGAN, ON BEHALF OF SMALL Business UNITED 


Good Afternoon. My name is John Galles, I am Executive Director of the Small 
Business Association of Michigan, which represents 2,500 small firms throughout 
the state. Our association is a member of Small Business United, a national small 
business advocacy group which represents small business organizations in 35 states. 
I am speaking today on behalf of. Small Business United and the small businesses 
which it serves. 


49-094 0-85 6 


152 


First of all, I would like to point out that small businesses are more than willing 
to pay their fair share of taxes, whether it be for fringe benefits or for such items as 
unemployment and workers’ compensation insurance. What concerns small business 
owners is that they often end up paying a relatively higher cost in proportion to 
payroll than do large firms for a variety of taxes and governmental regulations. We 
encourage you to allow smail businesses a large degree of flexibility under these 
regulations, in order to ensure fair treatment of small firms throughout the nation. 

In and of itself, the revised regulation requiring recordkeeping for vehicles used 
for business purposes may not appear to be overly burdensome, particularly in light 
of the simplifications announced January 25, 1985. Yet when viewed in the contest 
of the already inappropriate quantity of paperwork that a small business must deal 
with, this regulation only adds to a small business person’s workload. It is another 
example of small businesses being subjected regulations of the federal bureacracy 
which are simply not necessary. 

In the introduction of ‘‘the State of Smail Business: A Report of the President,” 
presented March 1984, President Reagan wrote: . 

“Regulation, when it is necessary is increasingly achieved with a maximum of 
flexibility and common sense and a minimum of extaneous costs and burdens.” 

The regulation under scrutiny here does not appear to fulfill these standards. In 
particular, ‘extraneous costs and burdens” are not minimized. The amount of time, 
energy, and cost associated with carrying out a federal regulation such as this is 
magnified in a small business. Often there is no recordkeeping, per se. The record- 
keeper is also the salesperson, the receptionist, or the owner him- or herself. A sig- 
nificant portion of time must be spent filling out paperwork in compliance with this 
Federal regulation. This is time that could and should be spent running the busi- 


ness. 

At a time when there appears to be a grass-roots movement calling for a simplifi- 
cation of the tax code, this move seems highly inappropriate. For most small busi- 
nesses, this requirement only makes the process of filing taxes that much more com- 
plex. It ends up making them less efficient, less productive, and less competitive. 

I would also like to point out that there is a fine line between business and per- 
sonal use of autos for many small businesses, especially family-run firms or sole pro- 
prietorships. ny small business people are almost never “off the job” because 
they combine m with meetings and trips with business contacts. 

Because small businesses are unique in size and character, I propose that the 
Treasury Department grant small businesses flexibility in complying with these rec- 
ordkeeping regulations. I propose that such items as the 70-30 split offered to spe- 
cial categories of business owners, such as farmers and people in sales and service 
professions, be expanded to include all businesses which have fewer than 250 em- 
ployees and have gross sales of less than 6 million per year. I would further like to 
suggest that the standard deduction is too low for many small business people and 
should be increased to at least an 80-20 split. On the other hand, there are those 
businesses which use business vehicles for personal reasons approximately 50 per- 
cent of the time. In light of these variations, you should allow the onprer and 
el we hs the option of estimating the appropriate percentage of business mileage to 

uct. 


No one is disputing the fact that in the past the privilege of deducting various 
fringe benefits has been abused by certain members of the business community. It is 
highly unlikely that small businesses have contributed significantly to this abuse. 

ile we agree that it is necessary to reform the tax code, and eliminate these 
abuses, we feel that the brunt of these reforms must be borne by the abusers of the 
system. As they are currently written, these regulations do more to inhibit profit 
making than they do to generate additional tax revenues. 

The changes to the recordkeeping requirements announced on January 25 are ap- 
preaeie by the small business community, but these are not enough. They ease the 

urden, yet do not solve the problem of unwarrented lations. There are a large 
number of small business people who do not fall under the categories which allow a 
standard deduction. Many people eng in the service professions, such as ac- 
countants and lawyers, frequently use their vehicles for business purposes through- 
out the day. Others, such as distributors or businesses which offer limited delivery 
services, frequently make trips to the same locations on a regular basis. These are 
just a few examples of the types of business owners who should not be required to 

eep a daily log. 

As you may have already discovered, the proposed recordkeeping requirements, 
and indeed the entire pac of regulations concerning business supplied automo- 
biles, has drawn an overwhelmingly negative reaction from the small business com- 
munity. Company-supplied vehicles are one of the few fringe benefits which small 
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- businesses may be able to provide employees while benefitting the business itself. 
The stringent regulations on automobile use are perceived as another form of un- 
necessary government intervention and a deterrent in a small business’ ability to 
compete for the best employees. 

It is necessary that you understand and recognize the differences inherent in 
small firms when these recordkeeping requirements are established. You need to 
take into account the amount of time and money it will cost these small businesses 
to comply with your proposed rules. It is necessary that you recognize these differ- 
ences and allow for flexibility because it is crucial to the nation’s economy that 
small businesses survive and grow. Small businesses are now providing the largest 
number of new job openings throughout the country. They are cushioning the de- 
cline of many of our more traditional large industries and are softening the impact 
that these declining firms are having on our unemployment levels. Small businesses 
are, in many cases, crating the technologies which will provide future jobs and stim- 
ulate state and national economies. They should be granted some concessions and 
not be overly burdened by time-consuming recordkeeping requirements. 

In addition to making the necessary income tax withholding upon the value of the 
personal use of the vehicle in question, an employer has to pay the appropriate em- 
ployer payroll tax on this assessment. In the previously stated report, President 

an also wrote: 

“Tax policies that sustain the cash flow of small firms will continue to be a major 
goal of this administration.” 

This regulation serves to restrict the cash flow of a business. A small business is 
often cash short and any unnecessary restriction on its’ cash could prove to be quite 
deterimental to daily operations. If the withholding requirement is indeed neces- 
sary, it should be done on an annual rather than quarterly basis. This would make 
the increase in paperwork less burdensome. 

Because they are labor, and often, inventory intensive, small businesses pay pay- 
roll, income, and other taxes at extremely high effective rates. These effective rates 
are far in excess of the average for all business. Payroll taxes, in particular, have 
grown significantly, making it increasingly difficult for small firms to survive and 
grow. Between 1970 and 1990 there have already been, or-are now scheduled to be 
implemented, nine FICA rate increases totaling 60 percent; 19 FICA base increases 
totaling an estimated 677 percent, three Federal Unemployment Compensation rate 
increases totaling 94 percent, and three Federal Unemployment Compensation base 
increases totaling 133 percent. - 

Small businesses do not expect, nor ask, to be exempt from all annoying regula- 
tions; this we recognize as impossible. We do not expect preferential treatment be- 
cause of our size; we expect treatment which is proportional to our size. The size of 
a business is a very important and valid variable which must be taken into account 
when determining the applicability of a regulation to different businesses. 

In a letter I recently received from Congressman William Broomfield, he wrote: 
“These IRS regulations fly in the face of every effort to simplify our tax laws and 
ease the business paperwork burden.” I concur wholeheartedly with the Congress- 
man’s assessment of the situation. In reforming the tax code, special care must be 
taken not to further complicate an already incredibly complex system, especially 
where small business is concerned. 

Once again, I would like to stress the need for maximum flexibility in these regu- 
lations as they apply to small businesses. If this flexibility is not written into the 
current legislation, we would have to support House Resolution 531 and Senate Res- 
olution 260, which call for complete repeal of the IRS’s statutory authority to imple- 
ment the vehicle regulations. 
behalf of Small Business United and the individual organizations from 35 

states, I want to thank you for your time and attention on this matter which is so 
important to small businesses across this country. 


Mr. Jones. Thank you very much. 

I am going to recess the hearing for a vote on the floor. 
[Whereupon, a recess was taken. ] 

Mr. JONES. Our next witness is Mr. Liebenson for Mr. McCarthy. 
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STATEMENT OF JAMES D. McCARTHY, JR., AS PRESENTED BY 
HERBERT LIEBENSON, PRESIDENT, NATIONAL SMALL BUSI- 
NESS ASSOCIATION, AND EXECUTIVE DIRECTOR, SMALL BUSI- 
NESS LEGISLATIVE COUNCIL 


Mr. LIEBENSON. I am sorry that Mr. McCarthy was involved with 
a court case and just could not get here in time. I will ask that the 
statement be submitted for the record, and I will just highlight 
some of the points Mr. McCarthy wished to make. 

My name is Herbert Liebenson, I am president of the National 
Small Business Association and executive director of the Small 
Business Legislative Council. Today I am appearing on behalf of 
the National Small Business Association [NSB] and its affiliated 
Small Business Legislative Council [SBLC]. NSB is a multi-industry 
trade association, representing approximately 50,000 small business 
firms nationwide. SBLC is a coalition of 88 national trade and pro- 
fessional associations, representing over 4 million small firms. 

The regulations state that if employees take a business vehicle 
home, even though this is for the convenience of the employer, the 
employee will have to include $3 in his income for the privilege of 
using the vehicle to commute. 

Imagine this scenario: An employee of a towing company takes 
the tow truck home because he is on 24-hour call. Even though he 
may live a few blocks from the station, he will have an additional 
$3 of income. Multiply this by 5 days a week, 52 weeks a year, and 
he will have an additional $780 of taxable income per year. In adi- 
tion, FICA taxes amounting to $54.99 will have to be deducted from 
his regular pay to cover the withholding requirements. The em- 
ployer will also have to pay an additional $54.99 in FICA taxes. 

No one is better off. Hearing this, the employee and employer 
may agree that the extra taxes are not worth it so the employee 
will not take the tow truck home. 

Another concession in the revised regulations is that persons 
who spend most of the normal business day using a vehicle may 
forego the recordkeeping requirements and treat 70 percent of the 
use of the automobile as business use. 

What is a normal business day? Does this mean that a person 
who has to be out on the road every day or 4 out of 5 days or half 
of every day? Is a business day 8 hours long or is it 7% hours? 
What happens if a person begins the year with a sales job and is 
out on the road most of the normal business day, then in October 
gets a new desk job so that the normal business day is then spent 
behind a desk? Will this person be denied all deductions for the 
business use of this auto because he did not keep records for the 
first 9 months of the year? 

There is another hidden catch in the regulations, that if the vehi- 
cle carries passengers, a log will have to be maintained. Thus a van 
equipped to haul tools and equipment that also transports workers 
to a worksite is covered, even though the vehicle is never used for 
any personal purpose. The mere fact that passengers are transport- 
5p dictates that the driver will have to maintain a log on that vehi- 
cle. 

Recommendations: We suggest that these onerous burdens can be 
mitigated. One, section 274(d) should be amended to delete the in- 
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clusion of other means of transportation. That would mean that all 
trucks weighing more than 6,000 pounds would not be covered. 

Two, add a further amendment that logs need not be maintained 
for vehicles obviously used 100 percent for business purposes. The 
regulations make an attempt at this by naming such trucks as 
cement mixer, forklifts and so forth. 

There are other types of trucks which also should be included. 
Tow trucks, vans, specially equipped for a single purpose, business 
use and others. 

Three, make it clear that having a business vehicle which is 
parked at an owners’ residence is not always prima facie evidence 
that the vehicle will be used for personal purposes. The recordkeep- 
ing requirements should be the same for all businesses whether 
conducted from a space outside the taxpayer’s home or from a 
qualifying office in the home. 

Under certain circumstances, allow the taxpayer a choice in the 
way logs can be kept. In many instances, recording the personal 
use of the vehicle rather than the business use can result in less 
recordkeeping. 

This would be the case where a vehicle is used 90 percent for 
business and could be adequately substantiated by recording the 
10-percent personal use. 

Five, remove the blanket stigma of carrying passengers as a con- 
dition that requires recordkeeping and allow an exemption where 
the passengers are employees being driven to a jobsite or for other 
business pu 

We have conclusions in the record, and I will stop at that point. 

[The prepared statement follows:] 


STATEMENT OF JAMES D. McCartny, JR., ON BEHALF OF NATIONAL SMALL BUSINESS 
ASSOCIATION [NSB] AND SMALL BusINEss LEGISLATIVE CounciL [SBLC] 


Mr. Chairman and members of the committee, my name is James McCarthy, I am 
Vice President of General Business Services, Inc. Today I am appearing on behalf of 
the National Small Business Association (NSB) and ‘ite affiliated Small Business 
Legislative Council (SBLC). NSB is a multi-industry trade association representing 
approximately 50,000 small business firms nationwide. SBLC is a coalition of 88 na- 
tional trade and ‘professional associations representing over 4,000,000 small firms. 

General Business Services, Inc. was founded in 1962. Today there are more than 
1,000 franchised business counselors nationwide. These counselors serve small busi- 
nesses exclusively. Their clients range from one person part-time operations 
through sag ta corporation which may as much as $1 million in sales annual- 
ly. During its 23 peor of existence, GBS has dealt with hundreds of thousands of 

e have seen clients who began on a shoestring grow into a flor- 
ishing business establishment. We have also seen businesses give up because of the 
over-burdening paperwork and compliance measures of governmental agencies at 
the federal, state and local levels. GBS in its attempt to help these businesses has 
become aware of the myriad of problems they face. It is uniquely qualified to com- 
ment on issues affecting businesses, particularly small businesses. 

Small business plays ve pois important role in today’s economy. During the 
1981 through 1982 bay businesses created 2.6 million jobs. At the same 
time, big businesses 1.6 aillioe jobs. Because of small businesses important role, 
there was a net gain of one million new jobs in the U.S. A recent study has shown 
that over one-half of the innovations in the past 75 years have come from small 
businesses. Other surveys show that results of $1.00 spent on research are 24 times 
greater in a small business than in a big business. All these factors indicate that the 
greatest productivity is in the small business sector. With results like this, how can 
we ignore the 17 million small businesses in our country. There is a tremendous 
need to encourage embryo businesses. By encouraging them, the labor force grows, 
new innovations occur, and advances are made in all facets of life. 
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RECORDKEEPING IS A BURDEN 


The c = a few words in Code Section 274(d) resulted in one of the most 
onerous ping burdens placed on many small businesses. “Adequate con- 
temporaneous recorda” on the business use of vehicles may seem like an innocuous 
phrase and was certainly meant to more clearly define the replaced phrase ‘“‘ade- 
quate records or . . . sufficient evidence corraborating” the travel expenses. Howev- 
er, the regulations issued by IRS as its interpretation of this new requirement are 
horrendous. Even the subsequent revised tions are mind-boggli 

No one will deny that some abuses exist in claiming deductions for the business 
use of an automobile. Parenthetically I should add that even these stricter rules will 
not entirely end these abuses. However, by requiring “adequate contemporaneous 

records” for all business use of all vehicles and transportation equipment is anala- 
gous to ridding your living room of a pesky fly by using a pile driver. 


EXAMPLES 


The GBS national office has been flooded by inquiries as to how the new rules 
will apply to them. In most cases, our answer is to keep a log, even though the idea 
may seem ludicrous. For example, many small businesses are conducted out of the 
owner’s home. If there is a vehicle used in the business it will be parked at the resi- 
dence. The tions state that when any vehicle is kept at the home of an owner, 
records must be maintained. One of our clients is in the window installation busi- 
ness and has a van specifically equipped for carrying replacement windows and as 
an on-site workshop. An employee, unrelated to the owner, is the only person who 
drives the van. Each morning he drives his own car to the owner's home/ office, 
drives the van all day only on business, returns it in the evening, gets in his own 
auto and goes home. A log has to be maintained. Ridiculous 

The tions also state that if an employee takes a paminies vehicle home, even 
though this is for the convenience of the employer, the employee will have to in- 
clude $3 in his income for the “privilege” of using the vehicle to commute. Imagine 
this scenario. An employee of a towing company takes a tow truck home because he 
is on 24-hour call. Even though he may live a few blocks from the station, he will 
ah an additional $3 of income. Multiply this by 5 days a week, 52 weeks a year, 

he will have an additional $780 of taxable income per year. In addition, FICA 
tases amounting to $54.99, will have to be deducted from his regular pay to cover 
the withholding requirements. The emplo bad will also have to pay an additional 
$54.99 in FICA taxes. No one is better o earing this, the employee and employer 
may agree that the extra taxes aren’t worth it, so the employee will not e the 
tow truck home. Would you like to be the one with a flat tire in the middle of a 
rainy night awaiting a tow truck while the em ployee drives to the station to pick up 
beth truck before he can come to your rescue? You would be the one inconvenienced 

the $3 commuting income. 

“Another “concession” in the revised regulation is that persons who spends most of 
a normal business day using a vehicle may forego the record keeping requirements 
and treat 70% of the use of the automobile as business use. What is a norma! busi- 
ness day? Does this mean that a person has to be out on the road every day, or 4 out 
of 5 days, or half of every day. Is a business day 8 hours long, or is it 7-and-a-half? 
What happens if a person begins the year with a sales job and is out on the road 
most of a normal business day, then in October gets a new job so that the normal 
business day is then spent behind a desk. Will this person be denied all deductions 
for the business use of his auto because he did not keep records for the first 9 
months of the year? 

There is another hidden catch in the regulations, that if the vehicle carries pas- 
sengers a log will have to be maintained. Thus, a van equipped to haul tools and 
equipment that also transports workers to a work site is covered. Even though the 
vehicle is never used for any personal pal aad the mere fact that passengers are 
transported dictates that the driver will have to maintain a log on that vehicle. 


RECOMMENDATIONS 


We suggest that these onerous burdens can be mitigated. 

1. Section 274(d) should be amended to delete the inclusion of other means of 
transportation. This would mean that all trucks weighing more than 6,000 pounds 
would not be cove 

2. Add a further amendment that logs need not be maintained for vehicles obvi- 
ously used 100% for business purposes. The Regulations make an attempt at this by 
naming such trucks as cement! mixers, ‘fork lifts, etc. There are other types of trucks 
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which should also be included—tow trucks, vans specially equipped for single pur- 
pose business use, etc. 

3. Make it clear that having a business vehicle which is parked at an owner’s resi- 
dence is not always prima facie evidence that the vehicle will be used for personal 
purposes. The record-keeping requirements should be the same for all businesses 
whether conducted from a space outside the taxpayer’s home or from a qualifying 
office-in-home. 

4. Under certain circumstances, allow the taxpayer a choice in the way logs can 
be kept. In many instances, recording the personal use of the vehicle, rather than 
the business use, can result in less record-keeping. This would be the case where a 
vehicle is used 90 percent for business and can be adequately substantiated by re- 
cording the 10 percent personal use 

5. Remove the blanket stigma of “carrying passengers” as a condition that re- 
quires record-keeping. allow an exemption where the passengers are employees 
being driven to a job site or for other business purposes. 


CONCLUSION 


No system can be perfected which will work in every conceivable situation. How- 

ever, the current requirements for record-keeping are creating more havoc in the 

business community than any other in recent memory. It is just possible that 

more than a few small business people may decide to give up their business rather 

than comply. There have been abuses in this area in the Pret But by creating 

almost impossible standards the non-compliance could possibly become the norm 
rather than the exception. 


Mr. JoNEs. Our next witness is Mr. John Motley of the National 
Federation of Independent Business. 


STATEMENT OF JOHN J. MOTLEY III, DIRECTOR OF FEDERAL 
LEGISLATION, NATIONAL FEDERATION OF INDEPENDENT 
BUSINESS 


Mr. Mot tey. Thank you, Mr. Chairman. I am John Motley, direc- 
tor of Federal legislation for the National Federation of Independ- 
ent Business. On behalf of our 500,000 plus members across the 
country, I want to thank you and the committee for giving us the 
a to testify today on the rules on contemporaneous auto 


I must say, Mr. Chairman, that in my 15 years with NFB, repre- 
senting small business in Washington, I do not think I have ever 
witnessed an angrier or more bitter outpouring of resentment from 
the small business community as when they began to find out 
“ate their requirements under the regs which Treasury published 
ast year. 

I might also add to that anger—that there was a good deal of 
confusion and disbelief that they would have to comply with these 
rules along with that anger. Now, we all know why the rules came 
about, what the committee was trying to accomplish, what Con- 
gress was trying to accomplish last year in trying to get at the 
abuses involved with luxury automobiles. 

We very frankly at that time believed that the luxury car issue 
had béen handled by capping the amount of ITC and by stretching 
out the amount of depreciation allowed on those types of automo- 
biles or vehicles. 

As a matter of fact, we have had absolutely no complaints from 
any NFIB member suggesting that this part of what Congress did 
was a problem for them. It is primarily focused on the paperwork 
requirements of the contemporaneous auto log issue. 
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IRS was not, it seems, satisfied that getting at the luxury car 
problem was sufficient and decided that they had to go out and 
insure that business people actually prove business use. This really 
should not be too surprising for many small business people be- 
cause IRS has always been a problem in that respect. 

Fully 65 percent of the entire paperwork burden of the small 
business community of this country excluding procurement paper- 
work is generated by IRS. In addition to that, according to the 
Office of Management and Budget, 6 of the top 10 most burden- 
some forms that small business and the American public have to 
answer today are generated by the Internal Revenue Service. 

Therefore, it is no surprise to many of us who have been in the 
small business area for a number of years that we are being bur- 
dened with the contemporaneous auto log. 

Now, OMB and the have an obligation under the Paperwork 
Reduction Act and under the regulatory flexibility act to take a 
may at the burden of their regulations and paperwork upon small- 
er firms. 

In taking a look at the statement that was submitted to OMB by 
IRS, you would only have to say that the paperwork burden on 
small business was grossly miscalculated to begin with and that 
OMB sherked its responsibilities under the law by approving the 
clearance of those regs a full two months before they were pub- 
lished in final form. 

NFIB, on the other hand, conservatively estimates that these 
regs will cost the small’ businesses that have to comply approxi- 
mately $1,000 per year, and if again you conservatively estimate 
that 3 million out of the 6.5 or 7 million full-time businesses in this 
country would have to comply with the regs, the cost is roughly, in 
our estimation, $3 billion, to collect $150 million in new revenues 

It makes absolutely no sense to us to have these regulations 
when the revenue raised is approximatley 20 times the cost of com- 
pliance to the taxpayers. I might add that our estimates are very 
conservative to some of the original estimates that were out. Some 
as high as $7 billion a year. | 

The outcry that came from the small business community, of 
course, has caused IRS to attempt to amend their regulations. Let 
me deal with that very quickly in saying that we believe that the 
new regulations or the amendments to the regulations are confus- 
ing, burdensome and that they discriminate against smaller firms. 
These regulations are no answer to the problem out there, except 
for repeal of the regs. 

Let me give you an example, if I can, of a small business owner 
who we believe would be covered by those regulations. Take a 
home improvement contractor who might live in the suburbs of 
Maryland and operate in the District of Columbia. He has 13 em- 
ployees and five trucks on the road with two-man crews, and they 
are out doing individual jobs. 

He drives a multipurpose vehicle. Let us say a Chevrolet Subur- 
ban. His requirements, as we see them, would be to start that log 
when he leaves his home in the morning and he might leave his 
home at around 7:30 and arrive at the office at about 5 minutes to 
8. He leaves the office at 8:15, and arrives at a job to inspect work 
in progress around 8:30 up on Capitol Hill. Leaves Capitol Hill at 
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around 8:50 in the morning and arrive in the Cleveland Park area 
to inspect another job and so on up until let us say 11, giving out 
estimates, maybe even going back to the shop to pick up a part. 

He would have six entries in that log by 11:00 in the morning 
and he has only checked two of his crews. Well, [RS estimates that 
it would take 3 minutes for each entry. That is approximately 18 
minutes by 11; 1 hour approximately for the day; 5 hours for the 
week; 260 hours for the year, which is 6% weeks of that contrac- 
tor’s time filling out auto logs which is, in our estimation, a tre- 
mendous waste of the taxpayers’ money. 

That is really only one of the problems, Mr. Chairman. Other 
witnesses have mentioned the amount of withholding that would 
have to be increased, the drain on the cash-flow of small business- 
es, the other problem of effective dates. Witnesses said up here that 
it might be April or May before we have regs which could be put 
into effect, and all this time small businesses are going to have to 
comply or worry about having to comply. 

There are just tremendous problems, and again, our recommen- 
dation would be for repeal. I believe Commissioner Egger men- 
tioned before and several other witnesses also have mentioned that 
the basis of our tax system is voluntary compliance. Well, we think 
that is terribly important because the Government simply does not 
have the resources to give everybody out there a personal IRS 
agent. 

I would submit to the committee that raising $150 million at the 
cost of $3 billion in paperwork burdens on the small business com- 
munity is exactly what happens when we forget that the system is 
based upon voluntary compliance. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 


STATEMENT OF JOHN MOTLEY III, Direcror oF FEDERAL LEGISLATION, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS 


My name is John Motley, I am the Director of Federal Legislation for the Nation- 
al Federation of Independent Business (NFIB). On behalf of NFIB’s more than half 
million members I am pleased to be appearing before you today on the subject of 
IRS regulations on “recordkeeping requirements for business property”, and specifi- 
cally automobile logs. 

e Tax Reform Act (TRA) of 1984 included a minor change to Section 274d of the 
Internal Revenue Code (IRC). The change in the law specifies a new standard for 
substantiation of business, entertainment, and travel expenses, and deductions for 
business use of an automobile or other vehicle. Prior to enactment of the 1984 Tax 
Reform Act, section 274d of the IRC specified that no deduction for travel or enter- 
tainment expenses would be allowed unless, ‘the taxpayer substantiates by ade- 
quate records or by sufficient evidence ae statement” the specific de- 
tails of the expenditure. The 1984 Tax Reform Act changed this standard by specify- 
ing that “no deduction or credit shall be allowed unless the taxpayer substantiates 
by adequate contemporaneous records’ the specific details of the expenditure or use 
of the property. 

With this small change made in the tax law, the Treasury and the IRS went to 
work and issued new ations specifically defining the requirements for adequate 
contemporaneous records. IRS issued proposed and temporary regulations on Octo- 
ber 24, 1984, outlining the requirements of the new law. The issuance of these regu- © 
lations resulted in the most extensive unsolicited membership response that we 
have ever had. Small business owners apparently learned quickly from their ac- 
countants that they were going to be required to keep a amount of new paperwork 
and that these new regulations might cost a great deal, both in lost tax benefits and 
lost productivity. 
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Impressed by this negative reaction to the proposed ations and by the hostile 
reception which they received from Members of the House and Senate, the IRS 
issued amendments to their original proposal on February 20, 1985. These amend- 
ments and the rob fa need for remedial legislation to clarify this situation is the 
specific topic of y's hearings. 

In the opinion of the membership of NFIB, the change in the law which occurred 
last year was ill-considered and unnecessary. Small business owners have no desire 
to protect abusers of our tax code; however, aes are tired of the ever increasing 
burden of paperwork imposed by the IRS. Tax abuse by a small percentage of the 
population must not be used as an excuse to impose new paperwork burdens on the 
rest of the taxpaying population. The IRS has taken this a teen in many cases in 
the past, with the result that paperwork generated for the by small business far 
exceeds requirements by all other agencies. The government’s own paperwork 
burden estimates reveal that, excluding procurement-related paperwork, the IRS ac- 
counts for approximately 65% of all government paperwork required from small 
businesses. 

The recently-amended regulations do not resolve the unacceptable situation cre- 
ated by the original regulations, and NFIB encourages this committee to recom- 
mend legislation repealing section 179b of the 1984 TRA. In addition to repealing 
this tax rule, we encourage the committee to examine substantiation and record- 
keeping rules to determine how some certainty can be brought into this area of the 
tax law. We do not believe that this review can be accomplished within the context 
of the current investigation, but we urge you to act quickly. Extended periods of 
uncertainty only add to the confusion of small business owners and cause substan- 
tial compliance costs. 

We have conservatively estimated that a minimum of 3 million businesses will be 
subject to the new log requirements and paperwork rules, resulting in a conserv- 
atively estimated cost increase to each business of $1,000. This means an annual 
cost increase to the small business community alone of $3 billion—all for a revenue 
provision worth only $150 million. Others have estimated that the cost of complying 
with these new regulations may exceed $7 billion. 

NFIB members urge Congress to repeal the changes made by the 1984 Tax 
Reform Act that resulted in these regulations, and to restore the regulations that 
applied under the old law. We urge that this approach also be taken with the fringe 
benefit regulations that have been issued by the IRS and are intended to determine 
the imputed value of any benefit received from personal use of a vehicle. Since the 
proposed regs on both auto logs and fringe benefits are closely related, we urge that 
they be reviewed and repealed together. 


AMENDED REGULATIONS—OUTSTANDING ISSUES 


The amendments to the regulations attempt to deal with the most egregious situa- 
tions created by the original proposal, but in general fail to accomplish any easing 
of the recordkeeping burdens for most small businesses which remain subject to 
these rules. The amended regulations specify that a log will not have to be main- 
tained for use of a vehicle if the use of the vehicle falls under several specific excep- 
tions. However, the exceptions themselves result in substantial additional complex- 
ity and uncertainty for taxpayers. Instead of resolving the questions of who must 
maintain a log and when, the issue has become more confused than ever. 


ADEQUATE CONTEMPORANEOUS RECORDS 


The amended regulations say that the detail of business use of a vehicle may be 
provided on a form other than a log, journal or diary. It specifies that other forms 
such as trip sheet cards or time and expense reports can be used. The only effect of 
this change is to provide additional ways in which the reams of information can be 
collected. In addition, a trip sheet or expense report may not have all of the infor- 
mation which the regulations still aps as necessary, resulting in even more pa- 
perwork to meet the requirements. These requirements include the date of property 
use, the name of the property user, the number of miles traveled or the amount of 
time the property was used, and the purpose of its use. 


SAFE HARBORS 


The amended regulations specify that under certain circumstances a log may not 
be necessary. These circumstances are: 

If a road vehicle is never used for any personal purposes (save de minimis excep- 
tion’s); 
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If a road vehicle is not used for personal purposes other than commuting and the 
commuting use is deemed for the employers benefit; 

If a road vehicle is used by different employees for business purposes only, an al- 
location of business and personal use can be made on an 80/20 basis in lieu of main- 
taining a log; or 

If a taxpayer receives more than 70 percent of gress income from farming, then a 
log will not be required if an 80/20 business personal use allocation is made. 

In addition to any of these specific safe harbors, the taxpayer may choose to keep 
a contemporaneous log of al] personal use only to determine the allocation of busi- 
ness and personal auto use. 

These are the changes which are supposed to clarify the regulations for small 
business. These half-hearted changes only serve to make matters worse, because 
they require choices and interject substantial new uncertainty. In most circum- 
stances smal] business owners will receive no relief from the original rules at all, 
and still must face many confusing tax problems. 

The first problem is the definition of a “road vehicle.” The amended regulations 
are confusing as to whether this definition includes an automobile. Clearly many 
businesses use an automobile or automobile type vehicle (such as a station wagon) 
for business purposes. Excluding the use of automobiles in any of the safe harbors is 
clearly inequitable. Such a rule would require a contemporaneous log for all auto- 
mobile type vehicles. 

In addition, none of the safe harbors in the new regs. can be used by anyone who 
owns 1% or more of a business. This means that the new rule provides almost no 
relief to the vast majority of small business owners. Most are either active salesmen 
or in a position that requires the use of a vehicle to visit a job site to keep track of 
employee progress. 

The 1% rule also discriminates against a small business that may have allowed a 
Valuable employee to purchase a small amount of equity in the company as an in- 
‘centive. Large corporations often provide the same type of benefit. However, 1% of 
AT&T or IBM is very different than 1% of XYZ Construction Co. Key employees at 
either of the large firms would have to earn millions of dollars in stock before they 
owned even an infinitesimal portion of these firms. This rule is a double standard 
for large and small firms in similar circumstances. A minority, or even a majority, 
ownership in a small business should not be a basis for imposing these horrendous 
new paperwork rules. 

Even if a small business owner chose to use one of the safe harbors provided in 
the rules, his concerns are not over. The regulations state that the IRS reserves the 
right to determine whether the business actually qualifies for the safe harbor. This 
means that if a business used a safe harbor, then IRS could (within its three year 
audit period) come back and determine that the business did not qualify and insist 
that since no adequate contemporaneous logs were kept that all of the deductions be 
disqualified. What kind of certainty is this? 

The safe harbor percentages themselves are inequitable. A business may be forced 
to choose one of the safe harbors to be sure of its status, when under prior rules it 
could have illustrated greater business use. The requirement to maintain a log is 
such a major deterrent, because of the inherent costs involved, that it is virtual 
blackmail to provide a safe harbor which is far less beneficial to the business than 
the treatment that would have been available otherwise. 

The idea of requiring detailed reporting for personal use of a vehicle only is inter- 
esting but probably impractical. It 'is simply unrealistic to expect an employee to 
detail any personal use that would admit that he or she was not performing their 
duties. This is different than requiring an allocation for personal use outside of busi- 
ness hours, the latter does not require the extensive detail which IRS has requested. 

These issues remain outstanding and they are the basis for the great amount of 
confusion that surrounds the regulations. Other remaining unresolved issues in- 
clude the following: 

The IRS is still not clear on whether a van or truck must be subject to the luxury 
car rules. Nor has it clearly defined the type of vehicle which may be used in the 
safe harbors. 

The regulations are effective retroactive to January 1, 1985. It may yet be several 
months before they are finalized (if they can be) and many small firms who do not 
understand their obligations may be placed in jeopardy because they have not main- 
tained to date the records these regulations will require. 

Commuting issues remain a concern for many businesses because they are not 
sure about the type of vehicles the rules will cover and whether minority owners 
and owner employees will qualify for exclusions. 
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The cost of compliance in paperwork burdens and reporting requirements alone 
will run several billions of dollars. The Joint Tax Committee in its analysis of these 
provisions indicated that the revenue pickup in 1985 would only be $150 million. We 
submit that this kind of benefit, in relation to the cost imposed (in the absence of 
any testimony or evidence that a major co ai teat problem exists), is absurd. 

Of major concern are the automatic penalties which are provided by the law and 
the requirement that a taxpayer must sign a statement for a tax return preparer 
stating that the taxpayer has accurately complied with the recordkeeping rules. 
How can a taxpayer be expected to sign anything stating that he has complied with 
complex and variable rules that haven’t even been finalized? 

Our tax system relies very heavily on voluntary taxpayer compliance. Regulations 
like these are a major reason for the increase in taxpayer noncompliance and tax 
avoidance. When the system becomes this complicated, taxpayers are inclined to 

y ignore it. 

the IRS constantly complains about taxpayer noncompliance, but it is guilty of 
ignoring its responsibility to determine the impact of new regulations on small busi- 
ness, as mandated by the tory Flexibility Act and Executive Order 12991. It 
is clear to us that had the taken even a minimal amount of time to examine 
these proposed regulations, it would have realized ae extraordinary paperwork 
burden it was placing on the small! business communi 

The Office of Management and Budget can also be ek Under section 3504(h) 
of the Paperwork Reduction Act it is required to perform a paperwork burden anal- 
ysis and to determine whether a proposed regulation is going to result in a dispro- 
portionate increase in paperwork for small business. According to supporting docu- 
mentation, OMB signed off on the auto log regulations on August 28, 1984, a full 
two months before the regulations were finalized and released. It is quite clear that 
OMB gave the IRS a “blank check’’ and ignored its responsibility to review paper- 
work burdens as mandated by Co 

In addition to the issues we have raised about the proposed regulations, there are 
several related issues which deal with the fringe benefit regulations. The latter con- 
cern us because they could cause serious alterations in the employer-employee rela- 
tionship. We would encourage this committee to look very carefully at the fringe 
benefit rules pro . We believe that they should be reviewed concurrently with 
the auto log regula ations. 


CONCLUSION 


We are grateful to Chairman Rostenkowski for scheduling these hearings, and we 
encourage the members of the committee to report legislation that will repeal sec- 
tion 179b of the 1984 TRA. 


Mr. Jones. Thank you very much. I want to welcome back to the 


committee, Mr. Alexander. 
Welcome, Don. 


STATEMENT OF DONALD C. ALEXANDER, CHAIRMAN, TAXATION 
COMMITTEE, CHAMBER OF COMMERCE OF THE UNITED 
STATES, ALSO ON BEHALF OF THE NATIONAL ASSOCIATION OF 
MANUFACTURERS AND THE NATIONAL ASSOCIATION OF 
WHOLESALER-DISTRIBUTORS 


Mr. ALEXANDER. I detected, Mr. Chairman, the spirit of kindli- 
ness now that I did not always receive in my prior capacity. 

Mr. Chairman, I am here this afternoon on behalf of the U.S. 
Chamber of Commerce, the National Association of Manufacturers 
and the National Association of Wholesaler-Distributors. The latter 
two organizations had both requested time to testify but unfortu- 
nately that was not possible. All three organizations favor repeal. 

Mr. Chairman, we favor repeal because we share in the views 
you just heard from the NFIB and the views that you heard from 
numerous witnesses this morning. The contemporaneous record- 
keeping requirement is one that I think the Treasury will not be 
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able to resolve through regulations. They tried. They produced a 
first set of regulations. They were much too burdensome. 

I could have told them so, told them what happened in 1962 
when section 274 was enacted and a former commissioner went too 
far and pulled back. Here they attempted to pull back and they at- 
tempted to solve some of the problems by creating safe harbors and 
creating exceptions and putting in a de minimis rule, but it did not 
work very well. 

On pages 2 and 3 of the Chamber’s statement, you see a mystify- 
ing definition of automobile, passenger automobile and road vehi- 
cle. We are sure that a motorized unicycle would be a road vehicle 
and not perhaps an automobile but it might on the other hand be a 
passenger automobile, because a passenger automobile seems to be 
different from an automobile. 

The effort to cope in the second set of regulations has not solved 
the problems of small business as you just heard from the NFIB, 
and it has not, as we see it, met adequately the problems of the 
farmer, the problems that were brought out so clearly in the case 
“4 the law enforcement officer that must drive his or her vehicle 

ome. 

I do not believe, having been in IRS once, that the sky will fall 
and compliance will drop tremendously if Congress steps up to this 
problem and removes what was enacted last year—the change in 
214(d) calling for adequate contemporaneous records—and goes 
back to a recordkeeping requirement that has served us pretty well 
over the years and that can satisfactorily police if it sets about 
to do it and if it is given the resources to do it. 

Now, while not every taxpayer should have his or her own per- 
sonal Internal Revenue agent, surely the present audit coverage of 
1.3 percent of the taxpaying population is insufficient. It needs to 
be increased. 

But the audit burden, the problem of making our tax law work, 
should not be placed upon taxpayers through the imposition of 
very heavy paperwork burdens. 

Sure, IRS can transfer part of its obligation to enforce the laws 
to the taxpayer by making it practically impossible for the taxpay- 
er to claim a deduction or credit to which the taxpayer is entitled 
by requiring such a mass of paperwork and imposing the paper- 
work burden in such a way as to make it impossible for the taxpay- 
er to meet that particular burden, and therefore, impossible for the 
taxpayer to obtain that relief. 

That should not be done. It need not be done. We favor repeal. 

[The prepared statement follows:] 


STATEMENT OF DONALD C. ALEXANDER, CHAIRMAN, TAXATION COMMITTEE, CHAMBER 
oF COMMERCE OF THE UNITED STATES, ALSO ON BEHALF OF THE NATIONAL ASSOCIA- 
TION OF MANUFACTURERS AND THE NATIONAL ASSOCIATION OF WHOLESALER-DISTRIB- 
UTORS 


My name is Donald C. Alexander, and I am ee today on behalf of the 
Chamber of Commerce of the United States. The Chamber is the largest federation 
of business and professional organizations in the world. I serve on the Chamber’s 
Board of Directors, chair the Taxation Committee of the Chamber, and am a 
member of the Chamber’s Employee Benefits Committee. 

The recently enacted contemporaneous recordkeeping requirement for mixed-use 
property is a heavy burden on business and their employees. We thank this Com- 
mittee for addressing this issue. 
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SUMMARY 


Although Treasury has generally made a commendable attempt to provide work- 
able rules for implementing the recently-enacted contemporaneous recordkeeping 
requirement, the onerous nature of the new statutory requirement makes it very 
difficult for Treasury to promulgate regulations that are not overly-burdensome to 
businesses. Each day, members of the Chamber call for relief from this contempora- 
neous recordkeeping requirement. 

COMPLEXITY 

Treasury's recent attempt to temper the hardships of its first effort to produce 
regulations applying the recordkeeping requirement has produced an extremely 
complex set of rules. The rules are currently contained in three sets of publications, 
no one of which contains a complete statement. Acco ly, the rules must be ex- 
tracted by elo, Da language of each publication and superimposing the later 
over the earlier. The difficulty of understanding the vagalation® let alone applying 
them, cannot be overstated. Expecting thousands of small businesses to comply with 
these rules while expert tax lawyers and accountants are struggling to extract their 
meaning is unreasonable. 

This problem is illustrated by comparing two key provisions—both attempting to 
tell the el what the requirement apply to: 

Section 1.61-2T: 

11: For purposes of this section, what do the terms “automobile” and “road ve- 
hicle” mean? 

A-11: The term “automobile” means any motorized four-wheeled vehicle manufac- 
tured primarily for use on public streets, roads, and highways. The term “road vehi- 
cle’’ means any motorized wheeled vehicle manufactured primarily for use on public 
streets, roads, and highways. 

Section 1.274-6T: 

) Definitions. For purposes of this section—— 

1) “Road Vehicle.” The term “road vehicle” means any vehicle manufactured pri- 
marily for use on public streets, roads, and highways that is “listed property” (as 
defined in section 280F(dX4) and 8 1. 280F-6T(b)) and is—— 

(i) Designed primarily for commericial use other than a “passenger automobile” 
(as defined in sectiGn OF(dX5) and § 1.280F-6T(c)), or 

(ii) A vehicle not described in paragraph (gX1Xi) of this section, e.g., a truck or van 
specially equipped or modified for personal purposes. 

Solely for purposes of this section, a “passenger automobile” does not include a 
truck or van. 

We are confused. 


PROBLEMS WITH SAFE HARBOR PROVISIONS 


In response to the public demand for relief from the harsh contemporaneous rec- 
ordkeeping requirement as applied in Treasury’s first interpretative effort, on Feb- 
ruary 20 Treasury published new regulations ne provided some help, and Treasury 
is to be commended for this action.1 Employees who spend most of a normal busi- 
ness day using a vehicle to visit job sites may keep no records and treat 70 poercent 
of its use as business and 30 percent as personal if the vehicle is an automobile or 
80 percent as business and 20 percent as personal if the vehicle is not an automo- 
bile. While a step in the right direction, this exception does not benefit many people 
in sales or service because their business use often exceeds 90 percent. In such a 
case, one must face the choice between treating business use as personal or requir- 
ing the time-wasting generating of onerous records. A further problem relates to the 
definition of sales and service. Most small business peole must spend as much time 
in their office or store as out of the office or store to see customers or make deliv- 
eries. Since such persons are not primarily out of the office, they will be unable to 
qualify for this exception. 

Similar problems arise under the newly created exception for farmers. To qualify, 
70 percent of a person’s income (excluding passive income) must come from farming. 

0 percent requiement is difficult to satisfy when many farmers are forced to 
take other jobs to make ends meet and many have spouses who must work outside 
of farming. In addition, unexpected events at the end of a year may well determine 
whether income from farming is 70 percent of a person’s total income. If he barely 


1 Unlike their predecessors, the revised regulatiosn generally ignore de minimis use. 
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misses qualifying for this exception, he will find that it is too late to maintain the 
records. A valid deduction would be lost. 

Like the first set, the new regulations provide a special rule for employer-provided 
vehicles the personal use of which is limited to commuting. A troublesome—and un- 
necessary “pool” requirement in the initial regulations has been deleted. In addi- 
tion, the new a regulations reduce the commuting value from $4 per day to $3 per 
day. So far, so good. However, Treasury inexplicably a age the exception to ex- 
clude employees who own as little as one percent of the business.? Although it is 
difficult to own one percent of a major publicly-held company, it is very easy to own 
one percent of a small private company; also, a one-percent owner does not exercise 
a if this were Treasury’s concern. 

The regulations provide that the value for the availability of an employer-provid- 
ed vehicle is generally determined by reference to the cost to the employee of rent- 
ing or leasing a comparable vehicle on co paren terms for a comparable period. 
Under his rule, a large commercial vehicle a much higher value than an auto- 
mobile, even though the personal use of an automobile is much more valuable to an 
employee than the personal use of the commercial vehicle. If an employee having 
limited personal use of a commercial vehicle is ineligible for the $3 per day commut- 
ing rule, such personal use will result in a heavy tax burden. As a result, it is rea- 
sonable to expect that employees will refuse to drive commercial vehicles home, 
even bean, iaine en of the vehicle and furtherance of the business so require 

The withholding uirements of the imputed income provisions of the regula- 
tions present a serious tie administrative burden for businesses. The regulations should 
aie e a reasonable quarterly, rather than annual, threshold that must be met 

fore taxes are required to be withheld and deposited for noncash fringe benefits. 


CONCLUSION 


The members of the Chamber find the current situtation unacceptable. The confu- 
sion and uncertainty generated by the law and the efforts to apply it have seriously 
impacted business, and small business in particular. Throughout the country, em- 
ployers and employees are deeply concerned about the requirement for so much 
more paperwork and the prageene limited exceptions to the burdensome rules. 

The Chamber believes that not short of repeal of the comtemporaneous rec- 
oreneenine requirement will provide the relief that the business community must 

ve. 


Mr. JongEs. Thank you very much, Mr. Alexander. 
Ms. Hengesteg. 


STATEMENT OF TONI L. HENGESTEG, DIRECTOR OF CORPORATE 
TAXES, ECONOMICS LABORATORY, INC. 


Ms. HENGESTEG. Thank you very much, Mr. Jones, for giving the 
Economics Laboratory sales force the opportunity to address your 
committee and in lieu of your impending vote I will condense my 
remarks. I am appearing today on behalf of our sales force of 2,129 
persons who drive 1,666 passenger vehicles and 463 vans and half- 
ton pickup trucks. 

I feel very honored to sit here with the small business fellows 
that have preceded me in their remarks because | like to say that 
this issue is not, from my perspective, a big company versus little 
company issue. It is an issue for the man and woman in the street. 
That is upon whom these record burdens fall. I think we are all 
united in our perception. 

I would like to tell you about our sales force that sells and serv- 
ices our soaps and detergents. They are on-call around the clock. 
Their office is in their home. They have a warehouse which is their 
garage. They incur no commuting mileage. 


2 Initially Treasury had excluded five-percent owners. Although this five-percent test was not 
statutory, it was consistent with a five-percent test for a similar purpose in the luxury automo- 
bile statutory provisions. 
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We are somewhat uncomfortable with the modified regulations 
in that we get no relief. The current safe harbor is just too high 
and too costly for our sales force. 

Our sales force territory managers work in a given geographic 
area. They are middle class Americans who earn $20,000 to $40,000 
a year. They are on call around the clock to service equipment in 
hospitals, restaurants, hotels and the like. A malfunctioning dish 
machine or hospital laundry must be immediately serviced. A hos- 
pital kitchen or operating room does not close. Public health must 
be protected. 

The safe harbor rule is insufficient. Based on the typical $10,000 
car used by the sales force, the additional compensation to each 
territory manager or salesperson who uses the safe harbor rule, to 
be free of recordkeeping, is $620 of additional taxable income. This 
is because our personal use is 10 percent at maximum. In many 
cases, we believe that they incur no personal use at all. 

It is the position of Economics Laboratory that the IRS 70/30 
rule is too high a ransom for freedom from recordkeeping, especial- 
ly where there is no commuting, where the home and the office are 
one. 

On behalf of our sales and service employees, Economics Labora- 
tory respectfully requests the committee to consider a rule founded 
in common sense, geared to productivity and resulting in equity 
among other wage earners and to delete the contemporaneous rec- 
ordkeeping requirement. 

Again, to summarize our facts, our sales and service personnel 
work out of their home, remain on call and use their vehicle less 
than 10 percent for personal purposes. 

Thank you. 

[The prepared statement follows:] 


STATEMENT OF TONI L. HENGESTEG, DIRECTOR OF CORPORATE TAXES, ECONOMICS 
_ Lasorartory, INc. 


SUMMARY 


The Economics Laboratory sales force of 2,129 cannot accept the record-keeping 
requirement. They request an exemption from recordkeeping for sales and service 
personnel like themselves who: 

(1) Work out of their ae on a full-time basis; 

(2) Remain on 

(3) Use the vehicle for personal purposes less than ten percent. 


STATEMENT 


Thank you, Mr. Chairman, for giving the Economics Laboratory sales force the 
opportunity to address your Committee. 

I would especially like to thank Representative Frenzel for assisting us. My name 
is Toni Hengesteg, and I am the Director of Corporate Taxes of Economics Laborato- 
ry, Inc., headquartered in St. Paul, Minnesota with operations in all 50 states and in 
50 foreign countries. I am appearing today on behalf of our sales force of 2,129 who 
drive 1,666 passenger vehicles and 463 vans and half-ton pickup trucks. 


Economics Laboratory is a Fortune 500 specialty chemical company that manufac- © 


tures and sells detergents and cleaning systems to hotels, hospitals, restaurants, 
dairies, and food processing plants. Economics Laboratory, for example, services the 
Longworth cafeteria and many of your other favorite restaurants in Washington, 
D.C. The consumer segment of Economics Laboratory may be more familiar to you. 
It manufactures and markets dishwashing detergent under the labels of Finish, 
Electrasol and sells Jetdry and Free & Soft. Economics Laboratory also operates a 
commerical pest control service in the Midwest through its Lystads subsidiary. 


‘N 
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Economics Laboratory prides itself on providing excellent service to its clients on 
a twenty-four hour basis. We rely on our substantial network of sales people to 
always remain on call in their homes to service our customers. 

The sales and servcie force of Economics Laboratory cannot accept the IRS record- 
keeping requirement. It is a tremendous imposition which lowers their prouctivity 
and morale. They respectfully request the Committee to exempt sales and service 
personnel like themselves who: (1) work out of their homes; (2) remain on call; and 
(3) use their vehicles less than 10%for personal purposes. 

The majority of our sales and service force consists of territory managers who 
work a given geographical area. They are middle class Americans who earn $20,000 
to $40,000 a year and who bear the brunt of America’s tax burden. Why further 
burden the load of the citizen on the street? They are not provided office facilities or 
warehouse space. Their home is their office. Our sales force remains on all around- 
the-clock to service our equipment in hospitals, restaurants, hotels and the like. A 
malfunctioning dishwashing machine or hospital laundry must be immediately serv- 
iced. A hospital kitchen or operating room does not close. The public health must be 
protected twenty-four hours a day. 

The modified regulations do not provide relief. The safe harbor is too high and 
therefore too costly to them. The new rule relieves sales and service personnel from 
record-keeping if business use equals or exceeds seventy percent (70%) of total use. 
The remaining thirty percent (30%) of the automobile lease value is treated as tax- 
able compensation. 

To our sales and service force, the office and home are one and the same. As a 
result, the sales force does not incur any commuting mileage. There is no personal 
use, or if personal use does take place, it cannot reasonably exceed 10%. 

This new safe harbor, the 70/30 rule, for sales and service personnel does not pro- 
vide a meaningful economic choice. The price of record-keeping freedom is too high 
given the limited personal use. 

The following table illustrates the problem. Our autos have a fair market value of 
about $10,000. The IRS annual lease value for a $10,000 auto is $3,100. The sales 
force personal use of a $10,000 auto is 10% of $3,100 or $310. Under the 70/30 safe 
harbor rule, the Treasury would charge each driver 30% of the annual lease value 
(i.e., 30% « $3,100=$930) for relief from record-keeping. The difference between the 
10% actual use and 30% safe harbor is the difference between $930 and $310 or an 
additional $620 of taxable compensation. This is too high a price for the freedom of 
not keeping records. 


Fair market value of sales/service automobiles... ssssssssssssssssssssssssssnsssssssssssssssssecsssssssesssssessessaccesesssssceeeseaseseeascessassassanesusussevsssssssssssed $10,000 
Annual lease value from regulations................. abba cane aves earn asus Soviet oad achusitua fl andvionlad ea asigateisonceavseadi oC [0] | eee eee 
Maximum personal use percentage for Economics Laboratory sales fOrce.o.......c.ccscsssssscssssssessssesssscsssscsssescssecssnsecsnscssseceserecsees SIO wetihiancccaess 
Value of personal use ele lease value > personal use OF $3,100 10% occ cssssesssesssesssessssssseessecssuscssecssessnsecssnessseesanessecssees 310 
Taxable compensation for personal use where record not kept under a 70/30 safe harbor rule (annual lease value x 

personal use OF $3,100 %< 30%) ....ssesecssssssesesee eens Beet aaa teins atontdecDgaceit daa Seat atau Acnche Nicediedh tae anand 930 
Additional taxable income for freedom from record-keeping requirement ($930 —$310) oo... ecscccssssessssesssesssscssssecsssseeessecesseecseresseeses 620 


The modified auto regulations do permit our sales force to record personal use 
rather than logging business miles. We commend the Treasury for that position. 
Yet, the Economics Laboratory sales force maintains that record-keeping should not 
be required for sales and service personnel who work out of their home on a full- 
time basis, who remain on call, and who have very limited personal use. 


RECOMMENDATION 


It is the position of Economics Laboratory that the IRS 70/30 rule is too high a 
ransom for freedom from record-keeping especially where there is no commuting, 
where the home and office are one. 

On behalf of our sales and service employees, Economics Laboratory respectfully 
requests the Committee to consider a rule founded in common sense; geared to pro- 
ductivity; and resulting in equity among other wage earners and delete the contem- 
poraneous record-keeping requirement. 

Thank you, Mr. Chairman, for your attention to our concerns. 


Mr. Jones. Thank you very much. All of you are essentially 
saying the same thing, and I agree with the essence of your state- 
ment. 

Do you have any economists at Economics Laboratory? I am in- 
trigued by the name. 
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Ms. HENGESTEG. Economics Laboratory is a Fortune 500 specialty 
chemical company. We sell detergents, cleaning systems to hotels, 
hospitals and restaurants, and our name was selected several years 
ago because our soaps were very cost effective, hence they are eco- 
nomical. We provide the leading edge in technology and hence the 
word laboratories. Our name has been a cumbersome name that we 
have suffered with ever since. 

Ryan JONES. I think suffered was probably the right word to use 
there. 

Ms. HENGESTEG. You are probably familiar with our consumer 
products, Finish, Electrasol, Jetdry, and Free and Soft. 

Mr. JONES. Very good. I was curious about the name. 

Does any member of the panel want to challenge or embellish on 
what has been said by other members. [Pause.] 

Mr. Rangel. 

Mr. RANGEL. I wanted to thank the panel on behalf of the chair- 
man and the full committee and certainly to Mr. Alexander and 
others who constantly make a contribution to our deliberations 
that impact on the economy and so many millions of Americans, 
and needless to say before we make final decisions we will feel free 
to call upon you to either embellish your testimony you have given 
or if members want clarification of points that you have made. 

Mr. Jones. Thank you very much. We will recess until we are 
through with this vote. . 

The next panel can go ahead and position yourselves. This would 
be the National Cattlemen’s Association, the American Farm 
Bureau, and the American Association of Nurserymen. 

(Whereupon, a short recess was taken.]. 

Mr. RANGEL [presiding]. We will resume. Chairman Jones had 
pointed out that this panel will consist of the National Cattlemen’s 
Association, the American Farm Bureau and the American Asso- 
ciation of Nurserymen. 

I assume that the panelists have been advised that their full 
statements will appear in the record and they could testify as they 
feel most comfortable, and first of all let me welcome the three of 
you that are here and thank you on behalf of the committee and 
a Congress for your patience. 

r. Ross. 


STATEMENT OF JOHN W. ROSS, DIRECTOR, TAX, FINANCE, AND 
FARM POLICY, NATIONAL CATTLEMEN’S ASSOCIATION, ALSO 
ON BEHALF OF NATIONAL ASSOCIATION OF WHEAT GROWERS; 
AMERICAN SOYBEAN ASSOCIATION; NATIONAL ASSOCIATION 
OF CORN GROWERS; NATIONAL MILK PRODUCERS FEDERA- 
TION; AMERICAN HORSE COUNCIL; NATIONAL PORK PRODUC- 
ERS COUNCIL; AND NATIONAL COTTON COUNCIL 


Mr. Ross. Thank you. First, let me thank you and thank the 
committee for this opportunity to comment on the contemporane- 
ous records or auto logs issue. I am here on behalf of the members 
of eight agricultural organizations to register our objections to the 
regulations requiring adequate contemporaneous records to sub- 
stantial business deductions for use of certain property particularly 
vehicles: : 
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In the past few months, we received many telephone calls and 
letters expressing the frustration that farmers and ranchers have 
over the new regulations. One common theme that underlies all of 
these letters and telephone calls is that they are tired of the ever 
increasing burdensome demands placed upon them for more infor- 
mation, more data, and certainly more paper. 

We do recognize and appreciate the efforts of the Treasury De- 
partment to revise the regulations and alleviate some of the 
burden. However, as is often the case when exceptions are carved 
out of an already cumbersome regulation, the result is an even 
more complex set of rules for farmers and ranchers to wade 
through in order to honestly comply with the law. 

Our first concern is the increasing complexity that the revisions 
impose upon us. Our second concern is that even after the revisions 
were made, there is still a basic inequity in the way those revisions 
apply to us. 

For example, on the 80/20- and 70/ 30-percent split on business 
use, on our ranch we may use the truck 95 percent of the time for 
business use and we may use a car 60 percent of the time for busi- 
ness use. 

It just seems inequitable to us that we are going to have to keep 
records on that truck in order to justify the 95 percent, whereas on 
the car we can declare 70 percent and get, in effect, a 10 percent 


We do not want the gift. We want an appropriate requirement to 
substantiate the deductions and we felt that the language requiring 
adequate substantiation of deductions was sufficent. 

A third concern that we have is the additional accounting for 
employee use of vehicles that is required under these regulations. 
As we interpret the regulations, we must still reflect income to an 
employee for commuting use of a vehicle even if the employee lives 
on a farm. 

Let me use another example, again, based on my family ranching 
operation in Montana. Our hired man lives on a neighboring 
ranch, a contiguous ranch. Each day he gets out and gets in the 
pickup and drives over to the home ranch in order to start the day. 

Now, as we interpret these regulations, we are going to have to 
either reflect an additional $3 a day income for him and withhold 
on that, withhold Social Security and taxes on that or we are going 
to have to require him to use his own vehicle to drive that 2 miles 
over to the home ranch in order to start the da 

Now, he does not do that everyday either. So are we only to re- 
flect commuting income on those days when he does commute? 

Finally, we have to object to the process followed in establishing 
these regulations. The Treasury Department often write temporary 
regulations covering critical issues which have the force of law 
when published. They write these regulations knowing that the 
regulations are likely to be modified after public comment. 

This imposes a tremendous uncertainty on business operators 
like the agricultural producers I speak for requiring them to 
comply with unreasonable regulations while working for revisions. 

We suggest that such regulations become effective only after 
they are final and then for the following tax year. 
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We are supportive of legislation turning to the adequate record- 
keeping requirement of previous law. We support congressional ef- 
forts to move in the direction of tax reform based on fairness, sim- 
plicity, and economic growth. 

However, we find it ironic that these regulations move away 
from simplification and instead promote paper chase rather than 
economic growth. 

Thank you. 

(The prepared statement follows:] 


STATEMENT OF JOHN W. Ross, Director, Tax, FINANCE AND Farm Po.uicy, NATIONAL 
gCATTLEMEN’S ASSOCIATION, ALSO ON BEHALF OF NATIONAL ASSOCIATION OF WHEAT 
GROWERS; AMERICAN SOYBEAN ASSOCIATION; NATIONAL ASSOCIATION OF CORN 
Growers; NATIONAL MILK PRODUCERS FEDERATION; AMERICAN Horse CouNcIL; 
NATIONAL Pork Propucers CouNCIL; AND NATIONAL Corron CoUNCIL 


First, let me thank you, Mr. Chairman, and the members of the Ways and Means 
Committee for this opportunity to comment on the contemporaneous records or 
“auto logs’ issue. I am here on behalf of the members of eight agricultural organiza- 
tions to register their objections to the regulations requiring ‘‘adequate contempora- 
neous records” to substantiate business deductions for use of certain property, par- 
ticularly vehicles. 

In the past few months, we have received many telephone calls and letters ex- 
pressing the frustration that farmers and ranchers have over the new regulations. 
A common theme is that they are tired of the ever-increasing burdensome demands 
placed upon them for more information, more data, and certainly more paper. 

We recognize and appreciate the efforts of the Treasury Department to revise the 
regulations and alleviate some of the burden. However, as is often the case when 
exceptions are carved out of an already cumbersome regulation, the result is an 
even oe complex set of rules for farmers and ranchers to wade through in order 
‘to comply. 

Apart from increasing the complexity of the law, the revisions also contain a basic 
inequity. Arbitrarily establishing an 80-percent business—20-percent personal split 
requires those who use their vehicles strictly for business to keep records, while 
those who use the vehicles less than 80 percent of the time for business effectively 
receive a “gift.” Furthermore, many producers may just accept the 80-percent de- 
duction, foregoing.a legitimate higher deduction, out of frustration over keeping the 
detailed records of personal use still required. This is hardly equitable and certainly 
not acceptable to the agricultural producers I represent today. 

A third concern is the additional accounting for employee use of vehicles that is 
required under these regulations. As we interpret the rules, we must still reflect 
income to an employee for “commuting” use of a vehicle, even if the employee lives 
on the farm and uses the vehicle only for farm business. This is unreasonable, but 
only indicative of the complexity of the revised regulations. 

Finally, we must object to the process followed in establishing these regulations. 
The Treasury Department often writes temporary regulations covering critical 
issues and gives them force of law when published, knowing that the regulations are 
likely to be modified after public comment. This imposes a tremendous uncertainty 
on business operators like the agricultural producers I speak for, requiring them to 
comply with unreasonable regulations while working for revisions. We suggest that 
such regulations become effective only after they are final, and then for the follow- 
ing tax year, unless there is an overwhelming urgency for immediate imposition as 
directed by Congress. 

We are supportive of legislation returning to the “adequate records’ requirement 
of previous law, dropping the requirement that such records be “contemporaneous.” 
The additional cost of meeting the requirements imposed by the word contempora- 
neous are substantial, particularly when any exceptions increase the complexity of 
the rules. While the prior law required that records be kept, the burden of keeping 
records sufficient to justify deductions was not nearly as great as under these regu- 
lations. 

Again, we need not remind you of the strong grass-roots opposition to “contempo- 
raneous” logs. Business operators, including farmers and ranchers, view this as an 
unreasonable interference in business activity and a paperwork burden imposed. 
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We support ee efforts to move in the direction of tax reform based on 
fairness, simplicit ity and economic growth. It is ironic that these regulations move 
away from simplification and promote paperchase rather than economic growth. 

Thank you for this opportunity to testify. 


STATEMENT OF GRACE ELLEN RICE, ASSISTANT DIRECTOR, 
' NATIONAL AFFAIRS, AMERICAN FARM BUREAU FEDERATION 


Ms. Rice. Thank you, Mr. Chairman. 

The Farm Bureau is the Nation’s largest agricultural organiza- 
tion with over 3 million members throughout the country, and I 
have got to say that I think we probably feel like we have heard 
from about 1 million of those members in the past 3 months, 
ever since the original regulations were published in October. We 
cannot really say that the modifications in February went a long 
way toward alleviating the problems that they have caused for our 
members. 

Therefore, we are supporting a return to pre-1984 law to a stand- 
ard of adequate rather than contemporaneous recordkeeping. 

In January our voting delegates did adopt a position of opposi- 
tion to the mileage log requirements of the new tax law. While we 
recognize that the intent of the particular portion of the Deficit Re- 
duction Act may be appropriate to prevent abuse of the investment 
credit and accelerated depreciation, we believe that the recordkeep- 
ing requirements, as adopted by the Congress and proposed to be 
implemented by the Internal Revenue Service, are inappropriate. 

The committee has specifically asked for examples of continuing 
burdens placed upon us by even the modified regulations, and I 
would like to point out one primary area where we still have some 
concern about the regulations. 

Given the fluctuation of gross farm receipts due in part to spo- 
radic markets or bad weather, it is possible that a farmer who 
might qualify for one of the two alternatives under the 70-percent 
gross income test and the 80/20 or 70/30 percentage allocation 
might be disqualified in a succeeding year. 

This is true particularly when a spouse earns off-farm income. 
For instance, assume a situation in which the farmer has gross re- 
ceipts of $70, 000 and the spouse has earned income of $30,000 for a 
total of $100,000 gross income. 

If gross farm receipts drop even to $60,000 the following year, the 
percentage of the farmer’s gross income falls to 67 percent and the 
status of the recordkeeping requirement is thrown into confusion. 

What happens? Must the farmer, if he plans to receive the bene- 
fit of the investment credit or ACRS revert to contemporaneous 
recordkeeping with all the attendant problems that have already 
been adequately presented to the committee? Must the recordkeep- 
ing method change because arbitrary percentage requirements 
have not been met although the type and extent of use have not 
changed at all? 

In addition, as has been pointed out earlier, a farmer who claims 
business/personal mix of 90-10 and chooses to record personal use 
only, oo expect the IRS to challenge vigorously the personal use 
records. 

Farm employees who drive vehicles home can expect to have the 
commuting value of the vehicle imputed to them as a taxable 
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fringe benefit for which the employer then has to become liable for 
income tax withholding. This only adds to the recordkeeping bur- 
dens of the farming operation. 

That would be our major concern in the area of farming, and I 
feel that I must mention something that came up in a discussion 
yesterday with Kansas Farm Bureau members who were quite con- 
cerned about the effect of the regulations, not on their own oper- 
ations, but on their local school districts, their school systems, be- 
cause they began to talk about the imputing of income to school 
bus drivers who take the school buses home in the afternoon so 
they can begin an early morning the next day. 

They are concerned about the fact that the school bus drivers 
will have this new taxable income attributed to them. The school 
district, in turn, might be forced to increase salaries to the school 
bus drivers and the cost escalating to the school districts. 

So in conclusion, I would just say that again Farm Bureau sup- 
ports a repeal of the contemporaneous recordkeeping requirements 
and we urge the Ways and Means Committee to consider such leg- 
islation. Thank you. 

[The prepared statement follows:] 


STATEMENT OF GRACE ELLEN Rice, AssisTaNT Drrecror, NATIONAL AFFAIRS DIvisION, 
AMERICAN FARM BUREAU FEDERATION 


The American Farm Bureau Federation is the nation’s largest agricultural orga- 
nization with a membership exceeding three million member families in 48 states 
and Puerto Rico. We appreciate the opportunity to appear before the Committee 
today to represent the interests of our farmers and ranchers who produce virtually 
every type of commodity grown on a commercial basis in this country. 

Farm and ranch vehicles are an important part of farming and are used daily to 
transport farm labor, supplies, livestock, and commodities. Because of the impor- 
tance of farm vehicles to agriculture, we continue to be concerned about proposed 
and temporary regulations originally published in the Federal Register on October 
24, 1984, and modified on February 20, 1985, that expand business use of automo- 
biles or “listed property.”’ Although the Internal Revenue Service has now modified 
the regulations to provide ‘safe harbors” for certain types of vehicle use, we contin- 
ue to support repeal of contemporaneous recordkeeping requirements, which are 
unduly burdensome and potentially unenforceable. The behavior of the federal gov- 
ernment has made taxpayers weary and causes us to wonder where the next assault 
on taxpayers will come. This is true particularly since there is a major tax bill at 
least every other year followed by a technical corrections act and regulations that 
compound the uncertainty of tax law. 

In January, voting delegates at the American Farm Bureau Federation’s annual 
meeting opposed the “mileage log’’ requirements of the new tax law. While the 
intent of this particular portion of the Deficit Reduction Act of 1984 may be appro- 
priate to prevent abuse of the investment credit and accelerated depreciation for so- 
called luxury vehicles, the recordkeeping requirements are inappropriate and in- 
crease regulatory burdens at a time when the Administration is pledged to regula- 
tory reform. 

e are certain the Internal Revenue Service has received a number of comments 
that raise fact situations never anticipated when the regulations were drafted. 
These fact situations, whether they involve farmers, small business owners or inde- 

ndent contractors, illustrate the point that prior law, which required adequate 

ut not contemporaneous recordkeeping, is preferable to the new law. 

Even with modification to include the 80/20 and 70/30 percentage allocation of 
business/personal use without contemporaneous records or the recordkeeping of 
only permoun use, problems continue to exist. The Committee asked for examples of 
specific burdens that remain after the Internal Revenue Service revision. Given the 
fluctuation of gross farm receipts due in part to sporadic markets, it is possible that 
a farmer who might qualify for one of the two alternatives under the 70 percent 
gross income test might be disqualified in a succeeding year. This is true particular- 
ly when a spouse earns off-farm income. For instance, assume a situation in which 
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the farmer has gross receipts of $70,000 and the spouse has earned income of 
$30,000 (not passive investment income) for a total of $100,000 gross income. If gross 
farm receipts drop to $60,000 the following year, the percentage of the farmer’s 
gross income falls to 67 percent and the status of the recordkeeping requirement is 
thrown into confusion. What happens? Must the farmer, if he plans to receive the 
benefit of the investment credit or ACRS, revert to contemporaneous recordkeeping 
with all the attendant problems that have already been adequately presented to the 
Committee? Must the recordkeeping method change because arbitrary percentage 
requirements have not been met although the type and extent of use have not 
changed? In addition, a farmer who claims a business/personal mix of 90/10 percent 
and chooses to record personal use can expect the Internal Revenue Service to chal- 
lenge vigorously the personal use records. Farm employees who drive vehicles home 
can expect to have the commuting value of the vehicle imputed to them as a taxable 
fringe benefit for which the employer may withhold taxes. This only adds to the 
recordkeeping burdens for the farming operation. These are important unanswered 
questions and situations. We believe that sufficient answers rest in repeal. 

Farm Bureau supports legislation in Congress to repeal completely the contempo- 
raneous recordkeeping requirements. Constituent response to the issue has helped 
generate a significant number of cosponsors on repeal legislation such as H.R. 531 
(Anthony, D-AR), H.R. 600 (Roemer, D-LA) and S. 260 (Heinz, R-PA and Pryor, D- 
AR). We encourage the House Ways and Means Committee and the Senate Finance 
Committee to give serious consideration to these bills because repeal is the only ac- 
ceptable remedy to these regulatory problems. 

ank you for the opportunity to present Farm Bureau’s testimony. 


Mr. RANGEL. Thank you very much. 
Mr. Satagaj. 


STATEMENT OF JOHN S. SATAGAJ, DIRECTOR OF GOVERNMEN- 
TAL AFFAIRS, AMERICAN ASSOCIATION OF NURSERYMEN, INC. 


Mr. SataGaJ. I am here today on behalf of the American Associa- 
tion of Nurserymen. We represent over 3,000 firms in the nursery 
industry. There are basically three types of firms, what we call 
wholesale growers, landscape firms, and garden centers. We sup- 
port repeal of the 1984 regulations. 

The reasons for this, is that we are probably a worse case exam- 
ple of what happens when you have bad regulations and you try to 
fix them, because the new revisions to these regulations cause us 
as many problems as the old ones. 

Our firms are your classic small businesses. They are family 
owned, and family operated, as well. Very much hands-on oper- 
ations. They have small office staffs, and in our case, are very 
transportation intensive. 

What is happening is as follows: Our growers are what we think 
of as traditional farmers, they harvest the crop and so forth. The 
pueecare and garden centers are generally what we consider re- 
tailers. 

If it were just left like that, we would have a problem within our 
industry explaining to our landscape and garden centers how part 
of the industry is exempt and they are not, but unfortunately it is 
not even as simple as that because most of our industry is what we 
call mixed used, that is, the nursery handles the product from the 
time they plant it all the way to the consumer. So the result is 
they have a little retailing, a little landscaping and some growing 
all in the same operation. 

So the question is what is going to happen with the 70-percent 
rule. Is it going to apply or not? In our case as long as there has 
been an industry, we have been generally considered agriculture 
across the board unless you were a separate retail establishment. 
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There are a lot of questions in the minds of our members on 
whether that 70-percent rule is going to catch them or not. 

It is our belief that if you go into any community and take two 
nurseries across the street from each other, it is going to be pick or 
choose which one is, in fact, going to fall within that farmer ex- 
emption. It is a very difficult problem for them. 

The second carved out exemption which was talked about today 
is this so-called business use only rule, that if the vehicles are kept 
on the premises and used for business only, then there is no prob- 
lem, except there is one caveat to it, that the vehicle cannot be 
used at a site which is both the business location and the residence. 

Now, in our case, most of our nursery owners, in fact, live on 
their nurseries as do a lot of their key employees. The result is - 
going to be that they are not eligible for the business use only ex- 
emption because it says any vehicle which is used by any employee 
who lives on the same premises at which they do business is not 
eligible for that exemption, a major problem for us. 

or those who do not live on the same premises, they have an- 
other problem because most of them are 1-percent owners and they 
will not be eligible for the special commuting rules. So they are 
caught either way on that problem. 

In one sense, what has happened here for those who are eligible 
for an exemption is that we have shifted the burden. We have 
taken it from paperwork and now have put it in the category of 
employee judgment, and this is an important matter particularly, I 
think, in agriculture. I think we recognized i rch provides an 
opportunity for a lot of employees without education to find work, 
and they may not be the most qualified, like you or I here today, to 
decide what is de minimis. 

So what we have added here are additional compliance costs, 
management costs, enforcement costs, all on the employer to teach 
his employees on what is personal and what is not. You can see 
what is going to happen. 

We have heard of instances already where there are services out 
there which will teach your employees how to figure out what is 
the personal cost and what is business costs. 

I think, to sum it all up, the feeling of our members is there is 
not a whole lot of revenue to be gained here and a lot of paper- 
work, and they do not understand what is happening. They are 
very angry, very confused like everybody else. I think we have 
heard from more than half of our membership on this matter, and 
that is quite extraordinary. 

So for these reasons, I think they are examples of why the new 
revisions really do not help the farm community or the business 
community and we need to go back to the pre-1984 law. 

Thank you. 

[The prepared statement follows:] 


STATEMENT OF JOHN S. SATAGAJ, AMERICAN ASSOCIATION OF NURSERYMEN, INC. 


Mr name is John Satagaj and I’m here today on behalf of the American Associa- 
tion of Nurserymen ( ). Over 3,000 firms in the nursery industry, eine 
growers, landscape firms and garden centers are active members of an 
almost all of them are small businesses. 

Our members overwhelmingly support the repeal of the provisions of P.L. 98-369, 
which requires contemporaneous substantiation of the business use of vehicles. De- 
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spite the revisions of February 20th to the IRS temporary regulations, the burden- 
some requirements of the law remain, and a further burden has been added, be- 
cause the impact of the revisions can now vary greatly within a single industry. 

To understand the implications of the revisions, it is necessary to understand the 
make-up of our industry. As I mentioned, our principal businesses are growing, 
landscape and garden center operations. The typical grower is an entity with which 
we, as consumers, are seldom in contact. The grower generally ‘starts’ plant, grow- 
ing it for several years until the plant reaches a mature saleable size. 

The grower usually sells its crop to a. retail operation (either landscape or garden 
center) for resale to the consumer. The landscape firm is the firm which handles the 
landscaping of your home or business. The garden center is the retail establishment 
with which the consumer is most familiar. 

Section 1.274-6T(b) of the revised regulations, which provide for new record keep- 
ing phason for vehicles use in the business of farming, is obviously of interest 
to us. Farming is defined in Section 1.274-6T(bX2) as “cultivating land or raising or 
harvesting any agricultural or horticultural commodity, or the raising, shearing, 
feeding, caring for, training, and management of animals.” 

Our Satehae is most like the “farmer” as defined in the revised regulations. We 
would hard pressed to explain to our landscape firms and garden centers why 
part of the industry is exempt from record keeping requirements and they are not if 
the divisions of activity within our industry were so clearly drawn. 

Unfortunately, the matter is not even quite that simple. 

The substantial majority of our members operate “mixed use” companies, that is, 
growing, landscape and garden center retailing are all part of the same operation. 

early all of the firms can lay claim to farm activities as defined by the regulations. 

For nearly 100 years, the combination of horticultural retailing and growing has 
been considered an agricultural operation. If farming is defined narrowly, how does 
one explain to the nursery owner whose firm receives 60% of its income from 
“farming’—that is, cultivating and harvesting—and the remaining 40% from deliv- 
ery and sale of the same plant to the consumer, that the firm is not eligible for the 
farming exemption under these rules? The point is the arbitrary formulas of the 
revised rules create more questions than they answer. 

Our industry is a prime example of a business which sits on the edge of these 
“carved out” exemptions. No two businesses within our industry will fall within the 
same mix or rules. Some will be able to take advantage of the farming exemption, 
but the next door neighbor will not, even though their businesses are the same. 

Likewise, many of our nursery owners live and work on the same premises, and 
use nearly every vehicle owned by the company. According to Section 1.274(cX2)iii, 
those vehicles would not be eligible for the “no personal use’ exemption because the 
residence and business are at the same location. 

This is a matter of grave concern to our members. We have heard from over 1,500 
of our 3,000 active members. From their responses we have able to develop a profile 
for you. Whether it is a grower transporting products to market, or a landscape firm 
transporting products and employees to a job site, our industry is transportation- 
intensive in proportion to the size of the typical firm. 

The average dollar volume is $2 million and the average number of employees 
range from to 75, depending on the season. The number of vehicles can range 
from one or two to a fleet of hundreds. The average firm has 14 vehicles, of which 2 
or 3 are cars, 6 or 7 are pickups or vans, and 4 or 5 are trucks. Frequently, the same 
vehicle will be operated by a substantial number of employees for a variety of busi- 
ness trips. ically, 25 employees will have access to the vehicles and at least 3 
different employees will drive a vehicle in a given day. This multiple use/multiple 
operator situation creates the most compliance problems for us. 

Once a nursery is able to sort out the various “safe-harbors’ in the revised rules, 
a substantial amount of paperwork remains. In a small business it becomes a 
matter of allocating scare resources. Several difficult years have trimmed what fat 
there may have been in most small businesses, and they are stretched thin. Who is 
going to manage the compliance program within their organizations? Further, there 
is a direct correlation between record keeping and productivity. In personnel hours, 
the oe spent on compliance in our industry will likely exceed the revenue to be 


To an extent, we have traded one type of burden for another in these revisions. In 
the original version we were confronted by massive rote work. In certain situations 
we have eliminated those requirements and substituted judgment decisions by the 
employee. What may be obvious “de minimis’ personal use or business use to you or 
me, may not be do to an employee. By adding these rules the IRS has burdened 
businesses with additional supervision, training and enforcement costs. It is simply 
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a fact of life that, on the average, the agricultural worker is not a greatly educated 
individual, although he still has access to, and is responsible for, employer vehicles. 
It is my understanding that “services” have already sprung up which will train 
your employees in the intricacies of the law. Most firms lack the ability to monitor 
their employees, and unlike the businessman, the employee is not likely to be famil- 
iar with record keeping responsibilities. 

The subject of the valuation of fringe benefits is not before this Committee today, 
but the issues are certainly related. ile we understand the rationale for the tax- 
ation of fringe benefits, these business/personal use records are sure to lead to em- 
ployer-employee animosity. A small firm, with 25 to 50 employees is going to have 
to make hundreds of calculations four times a year to determine the taxable os 
benefit resulting from these detailed records. As bad as that may be, it is not nearly 
as bad as the problems which will surface when employees in to see the change 
in their W-2’s. A few dollars means a great deal to the typical agricultural worker. 
Likewise, the rules which penalize individuals who own at least one percent of the 
company, is a disproportionate burden on small firms. Small business owners are 
more likely to be involved in the “hands on” aspects of the business and their use of 
vehicles is going to require the most extensive record keeping. 

Our nursery owners were surprised to learn that there is a compliance problem. 
Of the many issues which have been raised upon audit, they have rarely had a prob- 
lem with business use. Where questions have been raised, they generally indicate 
that there was a satisfactory resolution of the challenge. The so-called “safe har- 
bors’ seem to them to be inequitable, arbitrary cut-offs which do not reflect busi- 
ness realities. The case by case resolution of business/personal use under prior law 
was an efficient and fair system in their estimation. 

We do support efforts to ensure the fair collection of tax revenue. The law has 
always required that adequate records be maintained. If a person intends to ‘“‘cheat” 
on his taxes it’s going to happen regardless of how many records have to be kept. At 
the same time, these rules hinder the bona fide businessman who has legitimate 
claims. It is a question of balance. As far as we can determine there is very little 
evidence which demonstrates the need for such stringent requirements. This is a 
good example of why the small business Regulatory Flexibility Act should apply to 
Department of Treasury and IRS actions. The law was specifically designed to 
ensure carefully balancing of the benefits and burdens of regulations as they effect 
small business. We have been making changes in the tax code at a dizzying rate in 
recent years. As we focus on individual issues it is easy to lose sight of the total tax 
burden, icularly compliance costs. I think most small nursery owners believe 
the burdens have increased rather than diminished. They have difficulty under- 
standing why the government must create such complex rules to collect a modest 
amount of revenue. 

As I mentioned earlier, some 1,500 of our 3,000 Active members have contacted us 
regarding this matter. I’ve had a chance to visit with many nursery owners who 
have not taken any active role in contacting their Representative. When asked why, 
the most frequent response is “I am afraid they’ll come after me.” The IRS does 
strike fear in the hearts of honest business owners. They are uncomfortable with 
their relationship with the IRS, yet these small business owners represent the back- 
bone of the voluntary revenue collection and compliance system. They view the 
world as made up of honest taxpayers. The IRS, for whatever motivation, some of it 
justified, views the world as full of tax evaders. 

These regulations are replete with examples of IRS’ obsession with tax avoidance. 
On page 7039 of the Federal Register announcement, dated February 20, 1985, the 
IRS addresses a possible “loophole” in the proposal that a taxpayer could elect to 
ns personal use and then claim no personal use obviating the need to have a 


og. 

The text states: “If a taxpayer chooses to keep records of the personal use of a 
vehicle and claims that there is no personal use, the IRS anticipates establishing a 
requirement that the taxpayer must submit a statement certifying that no personal 
use of vehicle has occured.” The statement in itself is reasonable, but then the IRS 
included what it obviously considered a necessary sentence, but is only viewed by 
the average business person as a flippant statement. “Of course, the IRS would 
retain the right to challenge the claim of no personal use.” It is exactly this tone 
which places the IRS and the business owner on an adversarial plane. 

The regulations and the newest revisions are strained attempts at trying to catch 
a few fish by sweeping up all you can in a net and then ripping a hole in it to let 
few fall out at random because the net weighs too much. 

AAN participates in two major coalitions which support repeal. The Small Busi- 
ness Legislative Council, which consists of 88 small business associations, voted this 
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a major priority at our January 1985 issues conferences. We also are members of an 
ad hoc coalition of over 50 associations, which support repeal of the law. In recent 
days all members of Congress have received a letter from this group. 

e strongly advocate a return to the pre-1985 status. We believe most small firms 
are honest taxpayers and the previous system did yield the proper revenue without 
unduly burdening the taxpayer or the Service. We do not believe the problem can 
be “fixed” by further revison of the regulation. We urge repeal of the P.L. 98-369. 

Thank you. 

Mr. Duncan. I have no questions. I want to thank the panel, Mr. 
Chairman. 

Mr. RANGEL. Mr. Daub. 

Mr. Daus. Mr. Chairman, thank you very much. I spent my 
adult years in business, in agribusiness and agriculture. So, Mr. 
Chairman, I appreciate this panel being included in the hearings 
today. I think that we have received some very cogent testimony 
about how the regulatory effect of a well-intentioned change simply 
went beyond what I think any of us intended. Your examples serve 
to educate us about the practical effect of what is at stake. I do 
favor repeal, but I would say for the record J favor a much more 
comprehensive look at this subject over a simple straight repeal. 
Repeal by itself might create several other problems because of 
tandem relationships and what we have done vis-a-vis the $16,000 

car and the fringe benefit issue and the aggregate. 

"So I think we have some other problems here that we will have 
to take a look at. Let me say that I ran 100 trucks on the road car- 

ing cattle and hog feed up and down country roads. I understand 
the relationship of a rancher who has an employee living in the 
bunkhouse on the home place. Further, I understand what happens 
when he has to get on a backhoe and goes out to work or when he 
has an irrigation pipe truck to move or when he has a nursery- 
man’s seed stock problem and is faced with the l-percent owner- 
ship rule. So, I personally, am glad you are here and I am glad you 
contributed your views for the record. 

Let me ask this question and any one of you can answer it. The 
Treasury regulations are based upon the theory that value is con- 
veyed merely by having an employer-provided vehicle available for 
use. Would everyone's interests be better served to return to a con- 
cept of taxation based on actual use? 

Mr. . In our view, ea 

Mr. SATAGAs. I think so, too. 

Mr. Daus. That is the only question I wanted to ask. Thank you 
very much. 

Mr. RANGEL. I want to thank the gentleman for the support he 
has given the panel but more importantly for the support and ex- 
perience and background that he brin rings to the full committee. And 
as he pointed out, we all are very sensitive to the problems that 
have been created, and I think that you should feel some degree of 
satisfaction that your contribution will be bringing about some 
meaningful change. Thank you very much. 

Mr. Ross. Thank you. 

Mr. SataGaJ. Thank hay 

Mr. RANGEL. The next panel is Frank McCarthy, vice president, 
National Automobile Dealers Association; Geor ree e Cook, vice presi- 
dent, National Parking Association and he will representing the 
Small Business Legislative Council as well; Larry Lineberger, 
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Daniel Construction Co.; he will be representing the Associated 
General Contractors of America: Louis Miran, past president of the 
National Society of Public Accountants; and Albert Wolpert, presi- 
dent of the American Automobile Leasing Association. 

We welcome the panel. We thank you for your patience. We 
would liket to advise you that your full statements will appear in 
the record. You can feel free to highlight your testimony. And we 
ask Mr. McCarthy so start off. 


STATEMENT OF FRANK E. McCARTHY, EXECUTIVE VICE 
PRESIDENT, NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


Mr. McCartny. Thank you very much, Mr. Chairman. My name 
is Frank McCarthy and I am the executive vice president of the 
National Automobile Dealers Association representing over 19,000 
new car dealers and truck dealers in this country. We appreciate 
that the full statement is in the record, and we would like to em- 
phasize three points. 

ae RANGEL. Without objection your full statement is in the 
record. 

Mr. McCartny. Thank you. The first point I do not think we 
have heard at these hearings, nor did Treasury take it into consid- 
eration. It is that we are greatly concerned that these withholding 
requirements and contemporaneous recordkeeping requirements 
are going to force many employers into not buying new vehicles. 
We have already had reports from many small companies and 
large companies that they are going to require their employees to 
purchase the vehicles and that the employer will no longer pur- 
chase vehicles for business use. 

The revenue loss to the Treasury due to lost profits by manufac- 

turers and dealers will be enormous and we think go a long 
ways toward eliminating the actual benefit the Treasury had esti- 
mated, between $100 and $200 million. 
. In addition to that we did some research as to how much it 
would cost just new car dealers to comply with the regulations. I 
might add we put out a comprehensive management guide to our 
dealers which woke them up and let them know how difficult it is 
to comply. 

But in the survey we did it shows it is going to cost each dealer 
almost $8,000 to comply with these regulations. Then we did a com- 
putation for the retail auto industry, and in our business alone the 
Treasury is going to have a $21 million net loss because of these 
withholding requirements and these recordkeeping regulations. 

So the first point I want to emphasize is there is going to be a 
dramatic reduction in sales of new cars and trucks which is going 
to cost the Treasury money. The cost of complyin ying is going to be 
great, over $0.5 billion for all people, and here we have a proposal 
that we think is going to be a net cost to Treasury and is going to 
cause a lot of people a lot of trouble. 

The second point that I would like to make deals with withhold- 
ing. I know this hearing is primarily on recordkeeping, but we 
really cannot come here and not talk about withholding. The big- 
gest burden and the biggest cost for most employers will be the re- 
quirement to withhold. And for dealers it is impossible to compute 


179 


the actual amount on a quarterly basis to withhold because one 
person may drive a car for less than 30 days; he is stuck with the 
rental value of the car; somebody else more than 30 days; he has 
the lease value of the car, and on you go. 

To compound that, when you have wages which require with- 
holding, then you are stuck with computing the Social Security tax 
and other matters which you have to compute on an exact basis 
and it simply cannot be done. 

So we would like to stress that the withholding requirement is 
probably the most burdensome provision with which we are faced. 
We would strongly suggest that the Congress only require that this 
additional personal use income be stated on the annual W-2 form 
ree Je rovided to each employee and not be subject to withhold- 

If that is done, as it is done today on insurance premiums for 
acuennes over $50,000, it would be reflected on the W-2 statement. 
The IRS would be alerted to the fact that somebody had income 
over and above she tar, And they would have an enforcement vehi- 
cle. So we do think that the withholding requirement should be 
eliminated since it would reduce the cost of complying and would 
go a long ways toward eliminating the burden placed on the em- 


ployer. 

The last point that I would make is that the recordkeeping is 
twofold. First, it is on the individual employee. Many people have 
testified as to the unreasonable burden it imposes, and we agree 
with all of them; the second one, there is a requirement on the 
businessman himself. He must keep these records to justify his 
business deductions. 

And in a dealershi hip, once again, this is next to impossible. We 
have been told by IRS that for every car which a dealer has in in- 
ventory to sell, he has to keep logs on each one of these to justify 
his aa deductions in association with that car. It is simply im- 
possible 

So as a minimum we think that for automobile dealers, the 
should at least eliminate the recordkeeping for all vehicles whic 
are not yet titled. We think we can establish the fact that these 
cars are truly held in inventory, they are held for sale to the 
public, and they are not really purchased for transportation pur- 


poses. 

So I conclude with that. On behalf of our dealers we would hope 
the committee would take prompt action because in all my years of 
working on legislation we have never had an outcry for relief as we 
have on this matter. Thank you very much. 

[The prepared statement follows:] 


STATEMENT OF FRANK E. MCCARTHY, EXECUTIVE VICE PRESIDENT, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Chairman and members of the committee, my name is Frank E. McCarthy, 

and I am Executive Vice President of the National Automobile Dealers Association. 
On behalf of NADA’s 19,000 members, I would like to express our appreciation for 
the opportunity to testify before you today on the automobile recordkeeping require- 
ments aenghen the Dance Reform Act of 1984 and the IRS regulations issued pursu- 
ant to 

We plan to address three major ane in our testimony today. First, that the stat- 
utory and regulatory scheme regar the use of automobiles will not only result 
in a reduction of automobile and light Frick sales, but will fail to add any additional 
revenue to the Treasury. Second, that Congress should eliminate the administrative 
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burden of requiring that employers withhold taxes on any income inputed to an in- 
dividual as a result of the use of a company vehicle. And third, that Congress should 
definitely eliminate the burdensome recordkeeping requirements which are now 


being imposed by IRS regulations. 


I. THE STATUTORY AND REGULATORY SCHEME REGARDING USE OF COMPANY OWNED 
AUTOMOBILES WILL HURT AUTO SALES 


It is estimated that the automobile use provisions will raise $150 million in reve- 
nue. However, it is our judgement and the judgement of many other businesses that 
the cost of complying with these requirements will, in all likelihood, exceed one half 
billion dollars a year which, as a result of legitimate business deductions, will result 
in a substantial net loss in revenue for Treasury. 

In addition, we project that the automobile and truck industry will suffer from 
reduced sales and a diminution of profits, which will translate into reduced tax rev- 
enues for Treasury. For example, we have information that Security Pacific Bank, 
as a result of these recordkeeping and accounting requirements, will eliminate its 
large fleet of automobiles. We have likewise received reports from our dealers that 
many construction companies are considering elimination of company cars and 
trucks. It has also been estimated by the Associated General Contractors that their 
members will purchase 75,000 fewer vehicles as a result of these requirements. We 
believe that this is just the beginning, and that many other companies will likewise 
reduce or eliminate their fleets as a result of these burdensome requirements. In 
the final analysis, this type of response by thousands of companies will lead to a loss 
of both automobile manufacturers, a ible reduction in employment within the 
industry, and a loss of revenue for the ury. 


Il. CONGRESSIONAL ACTION SHOULD INCLUDE ELIMINATION OF WITHHOLDING ON 
VEHICLES FOR ALL EMPLOYEES 


We feel it is extremely important that Congress eliminate the employers respon- 
sibility to withhold taxes on the income that is imputed to individ as a result of 
any personal use of company vehicles. First, the cost of the paperwork by the inclu- 
sion of a withholding requirement is greatly increased. Second, it is extremely diffi- 
cult to keep track of vehicle values, especially in a dealership operation where em- 
. ployees are constantly using different vehicles. 

Dealers do not purchase cars for general transportation purposes, they inventory 
vehicles for sale to the public, and do not claim depreciation or ITC on the vehicles 
their employees drive. Their employees often drive a large number of different vehi- 
cles during the year, and the vehicles that they drive are always for sale. Conse- 
quently, from an accounting point of view, it is almost impossible for a dealer to 
comply with these uirements. Third, other factors create special problems for 
dealers in the withholding area. 

For example, dealers have frequent turnover in their inventory, and it is very dif- 
ficult to determine whether an employee will be using a vehicle less than 30 days at 
a higher value or whether the employee keeps the car in use for a longer period of 
time at a lower lease value. 

The matter is further complicated by the fact that such things as retirement 
plans, FICA (social security), etc. are based on compensation subject to withholding 
and it is impossible to es these computations on a quarterly basis, which i3 re- 
quired by law, since the income impact on the vehicle cannot be determine until the 
end of the Pies 

It should also be noted that the Treasury will receive no real benefit from the 
requirement that the income imputed to individuals from the use of a vehicle be 
subject to withholding tax. The benefit to the Treasury of holding the tax money for 
a few months is more than offset by the deductability of the expense incurred by 
companies in maintaining records and complying with all of the withholding re- 
quirements. 

Withholding does not provide any additional enforcement mechanism, since the 

rson using the vehicle is not identified with the submission of withholding taxes. 
in addition, there is precedent for including some forms of employer provided bene- 
fits merely as income, but not as wages subject to withholding. For example, life 
insurance premiums paid by an employer for a life insurance policy for a face 
amount in excess of $50,000 is included in a lump sum amount on the W-2 form of 
the employee at the end of the year, but is not a to witholding requirements. 
We strongly recommend that the same treatment be provided for the use of vehi- 
cles. The amount of income to the employee should be included simply on the W-2 
of the employee and reported as such to the IRS. By reporting this additional 
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income on the W-2 form, the IRS would be on notice that such an employee had 
income in addition to his wages. This information could be used for enforcement 
purposes for collecting taxes from the individual for personal use of the vehicle. 


Ill. CONGRESS MUST ELIMINATE RECORDKEEPING REQUIREMENT 


Finally, Congress should definitely eliminate the burdensome and unnecessay rec- 
ordkeeping requirements. We think that it is clear from the broadbased expressions 
of concern that everyone is confused and feels‘harassed by this burdensome require- 
ment. However, dealerships have even greater problems with these recordkeeping 
requirements. The IRS ations contemplate that vehicles to which these regula- 
tions apply are purc by a business solely for transportation. Franchised deal- 
ers are unique in that they do not purchase cars for general transportation pur- 
poses, but rather purchase cars for resale to the public. The recordkeeping require- 
ments be igs by the treasury have created an unworkable situation for fran- 
chised dealers. Their employees often drive many different cars during the year, 
and the vehicles that they drive are always for sale. Current rules imply that deal- 
ers have to maintain logs on all vehicles held in inventory. This will require hun- 
dreds of logs in each dealership and imposes an unreasonable burden on a dealer- 
ship. As a result of the unique situation of a franchised new car dealer, we would 
recommend that no formal recordkeeping requirements be imposed on the use of 
dealership vehicles which have never been titled. 

Mr. Chairman, we appreciate the opportunity to be heard on this very important 
matter, not only to dealers, but to businesses; and we will be happy to try to 
answer any questions that you or any members of the committee may have. 


Mr. RANGEL. Thank you, Mr. McCarthy. Mr. Cook. 


STATEMENT OF GEORGE COOK, VICE PRESIDENT, NATIONAL 
PARKING ASSOCIATION, ON BEHALF OF THE SMALL BUSINESS 
LEGISLATIVE COUNCIL 


Mr. Cook. Yes, sir. Mr. Chairman, my name is George Cook. I 
am president of Colonial Parking, Inc., which owns and operates 
over 100 parking facilities in the metropolitan region. I am also the 
vice president of the National Parking Association. Today I am rep- 
resenting the Small Business Legislative Council, SBLC, a coalition 
of 89 trade and professional organizations representing 4.5 million 
small businessmen nationwide. 
ee RANGEL. Mr. Cook, could you speak more directly into the 

e. 

Mr. Cook. Certainly. I will not start again, but as you have indi- 
cated this is all part of the record. 

The National Parking Association is a national organization 
formed over 30 years ago to represent the interests of the operators 
and builders of commercial parking facilities. Today the organiza- 
tion has over 1,000 members nationwide and is the largest associa- 
tion representing that industry. 

The association members are a broad constituency. Most are 
small to medium sized and work on a small margin of profit. Par- 
ticularly employees whose responsibility it is to oversee and 
manage two or more parking facilities would use a vehicle to con- 
tinue to and from the various company locations. Because of 24- 
hour responsibilities that vehicle is often as close to them as their 
wives in the sense that they are in and out of that car sometimes 
24 hours a day in the performance of their duties. We object to the 
contemporaneous recordkeeping and in the interest of time I will 
leave the rest of this testimony to you for your deliberation. 

One of the problems with adlibbing when you have prepared 
something is you often say something that gets you in trouble. I am 
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aware that oftentimes records can be expunged, and in the interest 
a my wife giving me a hard time I trust that that comment will be 
ost. 


Mr. Chairman, I would like to comment as follows: I have sat 
through this morning your hearings. I have myself been a legisla- 
tor. I have listened to you on the other side of the bench talk to the 
Treasury about attacking the upper side of the problem and not 
getting into the down side of the problem. — 

Let me give you in my own company what I think to be the prob- 
lem. There are some 18 people that would be involved in the rec- 
ordkeeping that you are asking or that the Treasury Department is 
asking us to do. Of those 18, there are 3 who use their cars between 
20 and 40 percent of the time for business. I am one of those. 

_If you add the civic endeavors that I am part of you could possi- - 
bly stretch it to 60 percent. There are three whose jobs put them 
on around the clock performance schedules, and the car, like for a 
doctor, is an absolute necessity. If the wife were to take the family 
car and go somewhere and they get a call, then not having that 
vehicle would be extraordinarily bad for their performance of their 
company responsibilities. 

Now, of the remainder of the 18 we started with, 12 absolutely 
utilize the pay and the car in the performance almost 100 percent. 
Now, we all stop short of saying 100, but in this instance they are 
darn close to it, and they would not have a vehicle. 

So what you are doing is if you were to take my small firm and 
the 18 that are involved, for 16.66 percent, which are the ones you 
are after, you are going to be affecting the other five-sixths. And I 
Say, as Many witnesses have today, take a look at the top because 
that is where the abuses have been. Come up with a formula that 
would allow not the recordkeeping, but an honest admission as to 
what we are using it for, let us check it off, and get on with the 
business of doing business to make profits and therefore to pay 
taxes. Thank you, sir. 

(The prepared statement follows:] 


STATEMENT OF GEORGE Cook, VICE PRESIDENT, NATIONAL PARKING ASSOCIATION, ON 
BEHALF OF THE SMALL BUSINESS LEGISLATIVE COUNCIL 


Mr. Chairman, members of the committee, My name is George Cook. I am Presi- 
dent of Colonial Parking Inc., which owns and operates over 100 parking facilities in 
the Washington Metropolitan Area, and I am Vice President of the National Park- 
ing Association. I am representing the Small Business Legislative Council (SBLC), a 
coalition of 89 trade and professional associations representing 4.5 million 
businesses nationwide, nearly one-fourth of all small firms in the country. I am also 
appearing today on behalf of the National Parking Association to comment on the 

proposed Internal Revenue Service contemporaneous record-keeping requirements 
Pelating to the business use of motor vehicles. 

The National Parking Association is a national organization formed over 30 years 
ago to represent the interests of the operators and builders of comme 
facilities. Today, the organization has over 1,000 members nationwide, and is the 
largest association representing this industry 

The Association members represent a ‘broad constituency. However, most are 
small to medium size-local businesses which operate on a small margin of profit. 
Typically, automobiles are provided to mid and upper level executives partly as a 
perquisite and pay for use by the employee in the performance of his duties for 
the company. In particular, employees whose responsibility it is to oversee and 
manage two or more parking facilities would use the vehicle to commute to and 
from the various company locations. Additionally, employers, for security reasons, 
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generally prefer that company vehicles be kept overnight at their employee’s resi- 
dence rather than on empty unguarded lots. 

The Association member’s objection to the contemporaneous recordkeeping 
lations and recently enacted legislation is twofold. First, the members believe that 
the regulations as presently proposed are oppressive, unnecessarily burdensome and 
complex, and in many cases, will result in the denial of legitimate business ex- 
penses. The requirement of the maintenance of a running log of every use of a com- 
pany-owned automobile is a significant burden to the already over-regulated small 
businessman. Such businesses not only lack the resources necessary to comply with 
such record-keeping requirements, but also lack the ability to effectively monitor 
their employees, with whom the initial burden lies and who are not ordinarily ac- 
customed to maintaining these types of records. 

Second, and even more significant than the mere unability to comply, is the effect 
the regulations will have on productivity. Simply stated, time devoted to record- 
keeping is time lost to the employer, Even if as little as 15 minutes per day per 
employee is devoted to this record-keeping requirement, when multiplied by the 
number of employees and the number of work days, it becomes apparent that the 
cost to productivity is enormous. Estimates of the cost nationwide range from the 
hundreds of millions to seven billion dollars. The additional effect on productivity 
associated with the distraction and aggrevation to the individual employee from 
having to fill out the required forms is not specifically quantifiable, but suffice it to 
say it is also likely to be significant. It should be clear that the additional revenue 
to be gained from the so-called ‘“‘tax cheaters” (estimated at between 100 and 150 
million dollars) does not warrant this type of enormous burden which will ultimate- 
ly be borne by the legitimate businessman. 

The Internal Revenue Service has itself recognized the unfairness and burden im- 
posed by its regulations, as evidenced by its first amendment to be proposed regula- 
tions, which purport to “relax” the record-keeping requirements. These revisions, 
however, do not go far enough. They apply mainly to salesmen, farmers, and indi- 
viduals who use their vehicles predominately for business purposes. They do nothing 
to alleviate the effect on small businessmen whose employees use their vehicles for 
bona fide business purposes 40 to 60 percent of the time. 

It should be emphasized that the Association and its members are not opposed to 
a requirement that business expenses related to the use of automobiles be properly 
substantiated. They believe strongly in bearing their fair share of the tax burden. 
The Association’s objections stem solely from the unnecessary and unjustified regu- 
lations proposed by the Internal Revenue Service. Under prior law, an employer or 
individual was required to maintain adequate records relating to these types of ex- 
penses or to substantiate such deductions by sufficient evidence corroborating his 
own statement. The law has always required that adequate records be maintained. 
It is only the Internal Revenue Service's aggressive interpretation of the contempo- 
raneous record-keeping requirement, as enacted by Congress, that the Association 
finds objectionable. 

The Association members uniformly agree that the Internal Revenue Service’s ob- 
jective in reducing and eliminating tax evasion through unwarranted and unsub- 
stantitated business deductions is laudable indeed. However, the regulations as pres- 
ently drafted have an opposite effect. Rather than thwarting tax evaders and tax 
cheats, the record-keeping requirements stand in the way of bona fide business de- 
ductions of legitimate businessmen. Individuals, who are predisposed to evading and 
avoiding taxes, can circumvent these regulations by fabrication and fraud as easily 
as they could under prior law. In fact, there is no empirical evidence to suggest that 
these contemporaneous record-keeping requirements will affect increased revenues 
through increased compliance. Rather, any increase in revenues is likely to be de- 
rived as a result of small businessmen’s inability to comply with the contemporane- 
ous record-keeping requirements, and the loss of bona fide business deductions. It 
has always been basic truth underlying our judicial system that it is better to allow 
a guilty man to go free than convict an innocent man. Apparently, it is the Internal 
Revenue Service's view, in the context of the enforcement of the Internal Revenue 
laws, that the innocent must suffer in order that no violators escape. 

The Association, and its members, believe that further attempts to modify and 
relax the record-keeping requirements, as proposed by the Internal Revenue Serv- 
ice, will be ineffective to alleviate the problems outlined above. Thus, we urge Con- 
gress in the strongest possible terms to repeal the contemporaneous record-keeping 
requirements and return the country to the reasonableness and effectiveness of prior 
law. If Congress truly desires simplification of the tax system, this will be the first 
step in that direction. 
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The Association would also like to go on record as opposing the fringe benefit pro- 
visions, enacted by Congress, which require an employee, to include in income, the 
value of a company provided car to the extent the vehicle is not used in perform- 
ance of services to the business. Historically, this perquisite has been exempt from 
taxation and numerous businesses have relied on this treatment in planning for their 
operation and designing their compensation and benefit plans. Generally, vehicles 
are provided to employees in connection with the services that they perform for the 
business. While we acknowledge that the vehicle is often used for personal purposes 
as well, and that the personal purposes may be more than incidental, the primary 
and initial impetus for providing the vehicle is its use in service to the employer. 

The benefit the employee realized from the employer-provided automobile is in 

many ways analogous to the no additional cost service type fringe benefits that are 
excluded from an employee’s income under present law. For example, Congress has 
recognized that the provision by airlines to employees of free seats on commercial 
carriers may be excluded from the employee’s income on the grounds that it costs 
the employer nothing. For many small businesses, the provisions of a vehicle to em- 
ployees is a business necessity. The fact that the individual employee uses the vehi- 
cle for personal purposes as well does not impose an additional cost on the business. 
In these circumstances, the Association believes that the value of the personal use 
of the automobile should be treated as a qualified fringe benefit and excludable from 
the employee’s income. 
Regulatory Flexibility Act of 1980 (5 U.S.C. 602 et seg.) The only estimation of the 
Many employees who are presently provided cars by their employers are obligated 
under leases for periods up to three years. Many employees, if required to include 
the value of this “benefit” in income, would elect not to accept the company car, 
preferring instead to receive the value of such compensation in cash. This, of course, 
will impose additional cost on the employer since he will still have to incur the cost 
of the vehicle which is necessary in his business. The Association believes that an 
exception to the requirement that the value of the vehicle be included in the em- 
ployee’s income is necessary for arrangements presently in effect and which cannot 
be terminated. 

On behalf of the National Parking Association and its members, I thank you for 
the opportunity to appear here today, and urge you to consider our appeal for the 
repeal of the contemporaneous record-keeping requirements and for modification of 
the fringe benefit rules as they relate to automotive vehicles. 


Mr. RANGEL. Thank you, Mr. Cook. Mr. Craig. 


STATEMENT OF DALE K. CRAIG, CHAIRMAN OF THE BOARD, 
AMERICAN TRUCKING ASSOCIATIONS, INC. 


Mr. Craic. Thank you, Mr. Chairman and members of the com- 
mittee. My name is Dale K. Craig, president of Craig Transporta- 
tion, Perrysburg, OH. My company is a transporter of grocery 
items operating in 18 States. We utilize the services of 110 owner- 
operators plus 40 employees. Our gross revenues for 1984 were 
$7,200,000. I am appearing today as chairman of the board of 
American Trucking Associations. Our member carriers are engaged 
in every type of freight cartage, both for hire and private. I appre- 
ciate this opportunity to appear before you to express our concern 
about the proposed IRS regulations for contemporaneous record- 
keeping. 

I also want to state that we have equal concern about the rules 
affecting the evaluation of fringe benefits and we intend to address 
that issue at another time. 

Mr. Chairman, the IRS’s temporary regulations still leave many 
problems for the trucking industry. In particular, these recordkeep- 
ing requirements should not apply to trucks because their use is 
strictly supervised and controlled. And, second, the regulations are 
so complicated and burdensome that they go far beyond the legisla- 
tive intent. 


185 


These problems affect all segments of our industry, large and 
small carriers, company salesmen, mechanics, and our drivers, both 
company employees as well as independent contractors. 

ile the proposed regulations are attempts to provide compli- 
ance procedures for taxpayers, we feel that the problem lies with 
the contemporaneous recordkeeping requirements mandated by the 
Tax Reform Act of 1984. We, therefore, seek your support to repeal 
the appropriate sections of that act. 

We realize that the contemporaneous recordkeeping provisions 
were aimed at curbing a tax abuse, but the trucking industry is not 
the culprit. Trucks are our business; they are expensive pieces of 
- equipment used to haul freight. Their use is strictly controlled, su- 
pervised, and documented. Obviously, this industry cannot earn 
income if our employees use our only revenue producing asset for 
personal use. For anyone to think that a $75,000 truck is used for 
vacations, grocery shopping, movie going, or the like is absurd. 

However, this is not taken into account because the proposed 
regulations be require that 10s be kept by some truckers the same 
way automobile users must keep them. For example, under the 
proposed rule an independent owner operator who keeps his truck 
at home, which is usually also his place of business, would be re- 
quired to maintain automobile logs. 

We have the same problem of keeping logs for company supplied 
service vehicles, vans and automobiles. For reasons of economy an 
employer often finds it more productive for an employee to keep 
the vehicle at his home. We feel the proposed rules are burden- 
some, costly, and far too complicated. 

We have found that after checking with a number of professional 
accountants there is a broad diversity of opinion as to how to 
comply with the rule. 

As to cost of recordkeeping the trucking industry already knows 
that it is expensive and is an administrative headache for drivers 
and supervisory personnel. Presently we are required by the De- 
partment of Transportation safety regulations to maintain contem- 
poraneous driver logs. In 1981 the Bureau of Motor Carrier Safety, 
a part of DOT, completed a study of its hours of service logkeeping 
requirements and discovered that the cost to the trucking industry 
was more than $1 million per day. 

The cost factors include the purchase and the distribution of log 
forms, preparation by drivers, and processing and storage by man- 
agement. 

In closing, let me say that the trucking industry has always paid 
its fair share of the Federal tax burden. In fact, the trucking indus- 
oy has one of the highest effective tax rates in American industry. 

e believe that bona fide business expenses should be justified and 
documented. However, I would like to emphasize that under no 
conditions should trucks be subject to the contemporaneous record- 
keeping requirements proposed by the IRS. 

Such additional log requirements just add another blizzard of pa- 
perwork and interfere with normal business Hiden In addi- 
tion, these complex rules contradict the main themes of 1985, pa- 
perwork reduction and tax simplification. Mr. Chairman, the 
American Trucking Associations strongly believe that these provi- 
sions should not apply to trucks and we urge that you give favor- 
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able consideration to repeal the onerous recordkeeping require- 
ments. I will be happy to respond to any questions that you or the 
committee may have. Thank you. 

[The prepared statement follows:] 


STATEMENT OF DALE K. CraiG, CHAIRMAN OF THE BOARD, AMERICAN TRUCKING 
ASSOCIATIONS, INC. 


My name is Dale K. Craig, President of Craig Transportation Co., Perrysburg, 
Ohio. My company is a transporter of food stuffs operating Principally in the east- 
ern central portion of the United States. We utilize the services of 110 owner-opera- 
tors and have 40 full time employees. Our grogs revenues for 1984 were $7,200,000. 

I am appearing today as Chairman of the Board of the American Trucking Asso- 
ciations, Inc. ATA is a ‘national federation of 51 state associations and 11 affiliated 
conferences. Our conferences include the American Movers Conference, National 
Tank Trucker Carriers, and the Interstate Carriers Conference. Our member carri- 
ers are engaged in every type of freight cartage, both for-hire and private. 

I adios get this opportunity to appear before you to express our concern about 
the proposed IRS regulations for “contemporaneous” record keeping. I also want to 
state that we have equal concern about the rules affecting the Twaluatiba of fringe 
benefits, and intend to address that issue at another time. 

Mr. , the IRS’ temporary regulations originally issued on October 24 
and most recently, amended and published on February 20, still leave many prob- 
lems for the trucking industry. These unresolved issues will affect all segments of 
our industry; big and little carriers, company salespeople and mechanics and our 
drivers, both company employees as well as independent owner-operators. 

While the proposed regulations are an attempt to provide compliance procedures 
for taxpayers, we feel that the problem lies with the “contemporaneous” record- 
keeping requirements mandated by the Tax Reform Act of 1984. We, therefore, seek 
your support to repeal the appropriate sections of that Act. 

I would now like to turn away from the problem in the law and try to illustrate 
what problems the IRS’ temporary regulations create for us. 

We realize that the contemporaneous record-keeping provision was aimed at curb- 
ing a tax abuse, but the trucking industry is not the culprit. Trucks are our business 
and our primary income-producing assets. Trucks are costly to purchase. Their use 
is strictly controlled and supervised. For anyone to think that a $75,000 truck is 
used for vacations, grocery shopping, movie-going or the like is absurd. However, 
the proposed regulations require that logs be kept by some truckers the same way 
automobile users must keep them. 

For example, under the proposed rules, an independent owner-operator who keeps 
his truck at home, which is also his place of business, would be required to maintain 
“automobile logs.” 

We have the same problem with keeping logs for company-supplied service trucks, 
vans and automobiles. For reasons of economy (labor costs, vehicle operating costs 
and time and distance constraints), an employer often finds it more productive for 
an employee to keep the vehicle at his home. 

Although these vehicles are more susceptible to personal use, they are required, 
in most cases, by company policy to be readily available for business use. To illus- 
trate, our road mechanics respond to service calls from drivers of broken-down vehi- 
cles at all hours of the day and night. The same policy and logic applies to our 
safety supervisors. Although they are equipped with a standard passenger automo- 
bile, they are also on 24-hour call and respond to highway emergencies whether it is 
for Craig Transportation or some other motor carrier. I would much rather have my 
folks taking 2:00 a.m. phone calls at home than requiring them to bunk at the 
office. 

We also supply our sales force with company cars. I require my sales people to be 
constantly on the road servicing our accounts and seeking new business. I firmly 
believe that the preceived abuse is not there. Even though the proposed rules at- 
tempt to ease the record-keeping requirement for salespeople, we still believe that, 
as in the other cases, the regulations are onerous, arbitrary and capricious and 
should be repealed 

Another consideration is vehicle security. In some metropolitan areas, employers 
have found that vehicle exposure to theft and vandalism is far less if kept at a resi- 
dence. 
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Mr. Chairman, we feel that the proposed rules are burdensome, costly and far too 
complicated. We have found that after checking with a number of professional ac- 
countants there is a broad diversity of opinion as to how to comply with the rules. 

As to the cost of record keeping, the trucking industry already knows that it is 
expensive and is an administrative headache for drivers and supervisory personnel. 
Presently, we are required by ee paola a of Transportation safety regulations to 
maintain contemporaneous driver logs. In 1981, the Bureau of Motor Carrier Safety, 
a part of DOT, completed a study of its log-keeping requirements and discovered 
that the costs to the trucking industry was over $1 million per day. The cost factors 
included the d povalees and distribution of log forms, preparation by drivers and 
processing and storage by management. 

In closing, Mr. Chairman, let me say the trucking industry has always paid its 
fair share of the federal tax burden. In fact the trucking industry has one of the 
highest effective tax rates in American industry. We believe that bona fide business 
expenses should be justified and documented. However, we do not think that the 
excessive record-keeping requirements mandated by the statute are either justified 
- or a responsible solution to the perceived problem. Such detailed log requirements 
interfere with normal business operations by creating an additional blizzard of pa- 
perwork. In addition, these complex rules contradict the main themes of 1985—that 
of paperwork reduction and tax simplification. . 

r. Chairman, we urge that you give favorable consideration to repeal of these 
onerous record-keeping requirements. 

I bles be happy to try to respond to any questions that you and the Committee 
may have. 


Mr. RANGEL. Thank you, Mr. Craig. Mr. Lineberger. 


STATEMENT OF LARRY LINEBERGER, ASSOCIATED GENERAL 
CONTRACTORS OF AMERICA 


Mr. LINEBERGER. Thank you, Mr. Chairman. My name is Larry 
Lineberger. I am a financial executive with Daniel Construction, 
and I am here on behalf of the Associated General Contractors of 
America. 

We are some 32,000 firms, a little aver 3 million employees and 
think we represent 80 percent of the construction that goes an in 
the Nation. 

We appreciate the opportunity to express our views on the con- 
temporaneous recordkeeping requirements and we have some com- 
ments on the fringe benefit regulations as well. We have filed a 
written testimony that addresses the technical aspects of it, and I 
would like to cover some equal concerns that we have, several of 
which have been voiced already. | 

We also have no conceptual problem with the taxation of the per- 
sonal use, and certainly it is at the high end of the bracket, as has 
previously been said. What we are asking for also is an efficient 
system to do so that is fair and has the least possible paperwork. 

At a time when one of the most highly talked about subjects is 
the lack of American productivity and we are struggling to make 
productivity gains where we can compete with the foreign imports, 
then to put such a horrendous recordkeeping system on us to cope 
with is certainly going the wrong way. 

There is no human way that the IRS or any other body could 
write regulations that would address all possible aspects of fair- 
ness, and I believe that they should stop trying to write a compre- 
hensive set of regulations that could address every conceivable sub- 
ject for every conceivable industry. 

What we need to do instead is settle for a regulation that will get 
some 90 to 110 percent of the same revenue estimate with 5 per- 
cent of the work instead. And I submit that it can be done. There is 
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no real requirement that contemporaneous records be maintained 
at all in order to get that effect. 

The same safe harbor treatment that was given to several other 
areas can be addressed for all areas and no records need be main- 
tained other than the same reasonableness approach that we used 
to use. I would challenge you to put our salesmen and our execu- 
tives back to work on more productive problems than maintaining 
these useless logs. 

I would like to echo the earlier comments also on the withhold- 
ing problem. I consider that the requirement on business to repro- 
pram the Nation’s payroll systems in order to have current with- 

olding is a major expense, and there will be millions and millions 
of dollars spent to do that. There is no way that the early collection 
' of the taxes, as opposed to paying them at the end of the year, can 
possibly be worth the money that is put into that. Certainly if the 
value of the employee having had the use of the money during the 
year is perceived to be that great, then a table can be compiled to 
adjust the value and take that into account at the same time with- 
out redoing all the perc recordkeeping systems. 

I submit that if the IRS would in fact sit down with the Nation’s 
financial executives when they have a problem they want to ad- 
dress and ask us how is the most expedient way to get there, that 
we could save lots of money in the process—not only on this one, 
but on other ones in the future. 

In addition, as regards our industry in particular, we have many 
people who take home the vehicles at night because we have a se- 
curity problem with the sites; we have tools that need to not be left 
at the sites, but transported back and forth. We have also the re- 
quirement for a 24-hour respond time. 

The vehicles, as you might imagine, get extremely rough wear 
and do not have a primary commuting use. The fringe benefit regu- 
lations, the guidelines that you laid out last year in the tax, make 
it clear that there is provision both for de minimis use that should 
not be taxed and also for a working requirement oe We feel 
like taking a vehicle home at night that is primarily designed for 
something other than a passenger vehicle clearly meets what you 
. had in mind there. 

Another major objection is excluding the officers and owners 
from the safe harbor regulations, and again the rule should be 
based an what the man does—not whether he owns in the company 
or happens to hold an officership. Our industry is characterized by 
thousands of small businesses, as has been previously pointed out. 
The valuation of the fringe needs to be based on a facts and cir- 
cumstances test rather than just a mileage rule or just a table 
based on how much the vehicle costs. Neither one of those gets to 
the heart of what that fringe is worth to that man under the cir- 
cumstances. 

One point that has not been addressed at all by the IRS or by 
anyone else so far is that we already charge employees in some 
cases for partial use of the vehicle. In some cases that might be an 
adequate amount. In other cases it might not be adequate in the 
view of the IRS, but no suggestion has been offered for how that 
should be taken account of in the records, and certainly it needs to 
be addressed. 
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Thank you again for the opportunity to present our views and I 
would hope that we could all work together toward eliminating 
some of the recordkeeping requirements and trying to restore our 
he enterprise from the not so free system it seems to be these 

ays. 

[The prepared statement follows:] 


STATEMENT OF LARRY LINEBERGER, ASSOCIATED GENERAL CONTRACTORS OF AMERICA 


My name is Larry Lineberger and I am here today representing the Associated 
General Contractors of America. AGC represents more than 32,000 firms, including 
8,500 of America’s leading general contracting companies which are responsible for 
the employment of more than 3,400,000 individuals. These member contractors per- 
form more than 80 percent of America’s contract construction of commercial build- 
ings, highways, industrial and municipal-utilities facilities. I appreciate the opportu- 
nity to testify before this Committee on the important topic of contemporaneous rec- 
ordkeeping requirements for company vehicles and related fringe benefit tax rules. 

On behalf of the construction industry, I thank you for the Congressional atten- 
tion that has resulted in some improvements in the IRS regulations concerning logs 
kept for vehicles to justify otherwise legitimate business deductions for the vehicles. 
The new temporary proposed regulations are an undeniable step in the right direc- 
tion. Unfortunately, the new rules fall short of the relief needed in the construction 
industry. The construction industry urges you to take more action, either legisla- 
tively or by other direction to the IRS, to make further and more substantial 
changes to the regulations to reduce the still formidable task faced by construction 
industry employers in complying with the requirements and to alleviate the unfair 
tax burden which many construction industry employees are subjected to as a result 
of the restrictive rules used to value fringe benefits. 

Although improved, the new regulations will still result in excessive paper work 
burdens for many contractors and the unfair tax treatment of at least some of their 
employees. The use of company vehicles (and other items of listed property) is abso- 
lutely essential in the construction industry. Our industry faces many unique prob- 
lems with the rules because of the unique nature of construction. Contractors must 
use automobiles, light and heavy duty trucks, 4-wheel drive vehicles, vans, unique 
construction vehicles, and utility vehicles. These vehicles are subject to use in nu- 
merous job functions and by a variety of employees. For example, a pick-up truck 
may be assigned to a job site by a company’s home office. The es up may then be 
assigned to an employee on either a permanent or temporary basis. It may also be 

by other employees. The vehicle may be used to make different stops at the job 
site and used to visit other job sites or to pick up materials and supplies. Vehicles 
are also provided for visiting different job sites and for use in responding to calls or 
providing group transportation to unaccessible sites. Maintaining an accurate log in 
these situations is virtually ree and taxing employees for this work related 
driving as proposed is inequitable. 

‘The new proposed fringe benefit regulations are totally inadequate in providing a 
fair administrative system for determining what is a taxable non-cash benefit and 
how it should be valued. The modification in the $3.00 per day commuting is an im- 
provement but in virtually every other aspect the lations fail to provide reason- 
able guidelines. Both the January 7 and February 20 proposed rules fail to imple- 
ment the new statutory fringe benefit exclusions added to the Code by the Tax 
Reform Act of 1984. This is nothing other than a classic example of an administra- 
tive agency’s attempt to implement its policy positions in disregard of Congress’ 
intent. 

Prior to 1984 the IRS was prohibited from issuing any fringe benefit income tax 
regulations. The IRS had developed its interpretative rulings based on judicial case 
law which Congress recognized would result in unfair regulations if the IRS was al- 
lowed to proceed to the regulatory level. Rather than extending the freeze in 1984 
the Congress incorporated four new statutory fringe benefit exclusions to give the 
IRS guidance in preparing regulations intended to ameliorate the inequities of earli- 
er interpretative and theoretical positions of the Service. The new statutory exclu- 
sions covered: (1) No-Additional-Cost Services; (2) Qualified Employee Discounts; (3) 
Working Condition Fringe Benefits; and, (4) De Minimis Fringes. 

None of the statutory exclusions are adequately reflected in the new regulations. 
The result of this neglect is the creation of inequitable and unfair rules which will 
reduce take home pay for employees performing work activities—the exact situation 
the statute intended to avoid. 
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The most significant and immediate problem confronting the construction indus- 
try as a result of IRS failure to adequately reflect the statutory exemptions is the 
required taxation of so-called commuting. The IRS has essentially incorporated in 
the regulations its earlier position on commuting contained in Revenue Ruling 75- 
380. This ruling held that only the incremental (additional) cost of transporting 
tools or equipment can be treated as a business expense when an employee takes 
‘ such items to or from work. The ruling is based on the principal judicial decision in 
this area, Fausner v. Commissioner of Internal Revenue, 413 U.S. 838. The Supreme 
Court held in Fausner that an airline pilot who carried his flight bag in his own 
personal car from his residence to the airport was not eligible for any deduction be- 
cause there was no identifiable incremental cost for transporting the flight bag. The 
IRS extrapolated this holding in Revenue Ruling 75-380 to conclude that the rule 
applied to all driving from a residence to a location where work is performed. The 
new ruling revoked the earlier IRS position in Revenue Ruling 63-100 which provid- 
ed an administrative rule for determining the deductibility of commuting expenses 
iva the “primary purpose” (a “but for” test) of the trip was to transfer work im- 
plements. 

The IRS position that all commuting must be taxed fails to recognize that the Tax 
Reform Act of 1984 included at least one new statutory exemption intended to 
modify earlier positions. The General Explanation of the Revenue Provisions of the 
Deficit Reduction Act of 1984 prepared by the Joint Committee on Taxation gives an 
indication of how the exclusion is intended to apply: 

“Merely incidental personal use of a company car such as small detour for a per- 
sonal errand while on a business trip, might qualify for exclusion as a de minimis 
fringe, but regular personal use (e.g. after business hours or on weekends) or use on 
vacation trips cannot qualify for an exclusion.” pg. 856. 

The new regulations only provide for a de minimis exception for lunch stops and 
errands, completely ignoring the legislative explanation that all incidental personal 
use of vehicles in connection with work related driving should be considered a de 
minimis benefit. Lunch stops and errands are only examples of incidental personal 
use. The IRS failure to implement the statutory de minimis exemption, other than 
by references to errands and lunch stops, is a major failing. The failure to recognize 
the other three statutory exemptions in any meaningful way only compounds this 
serious problem. 

IRS’ failure to implement the statutory exemptions has extremely onerous reper- 
cussions in the construction industry. Construction job sites are extraordinarily dif- 
ficult to secure as is evidenced by the frequency with which even the most casual 
observer will see equipment, such as compressors, dangling from cranes. In 1983 
alone AGC general contractors reported industry theft and vandalism losses of $404 
million. As a result of this situation, construction contractors require employees to 
secure vehicles at employee’s residences during non-working hours. A construction 
supervisor, required to take a company vehicle home under these conditions, starts 
his or her normal work day on entering the vehicle and finishes the day when exit- 
ing the vehicle after having securely parked or garaged the vehicle at his or her 
residence. Throughout the evening the employee is performing a work related re- 
sponsibility of securing the vehicle. 

Many of these supervisors and other types of tradespeople must also be available 
to respond to calls at all hours. Equipment breakdowns, construction process prob- 
lems at the site caused by a variety of reasons ranging from inclement weather to 
safety considerations require that a variety of employees be immediately available 
to respond to calls. Many times the employee will require immediate access to spe- 
cialized tools and equipment. Supervisors frequently need radios to coordinate work 
functions from their residences or while in transit. Vehicles are equipped to fulfill 
these work responsibilities and made available to employees to fulfill these business 
requirements. These employees are performing an employment responsibility when 
they make themselves available to respond to a call from their residences. When the 
employee uses the vehicle to answer the call he is continuing to perform his employ- 
ment responsibilities. The employment responsibility does not begin merely when he 
le to the work site. When the employee takes the vehicle to his residence, where 

e will be available to respond to a call, he is performing an emplo a responsi- 
bility. Reducing the employee’s take home pay, as required by the IRS regulations, 
for performing these employment responsibilities is unconscionable. 

Construction sites are frequently and uniquely at locations which are inaccessible. 
These sites can be either at remote locations or at urban sites where access is diffi- 
cult or parking is unavailable. Employers must frequently provide group transporta- 
tion vehicles if work crews are to be present in a timely fashion. When smaloyees 
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make themselves available for group transportation for these reasons they are 
working and no personal benefit is being conferred. 

All of the above “e go) pais commuting” is for the convenience of the employer. 
Any value of the use of the vehicle to the employee for the so-called commuting is 
clearly secondary or merely incidental to the business purpose of the trip and the 
responsibilities being performed by the employee, and are clearly non-taxable de 
minimis fringe benefits under the provisions of the Tax Reform Act of 1984. Unitl 
the provisions of the Act are adequately reflected in the ey cainee the construc- 
tion a and oe e ones ceulsto will tae to be needlessly subjected to an abu- 
sive and discrimin position. 

AGC is also prea that Ae he ent v affecting the fringe benefit taxation for the 
use of items of “listed property” other than vehicles will result in inequities when 
applied to the construction industry. Construction contractors are frequently re- 
quired to use business aircraft in their business operations. Travel requirements to 
oe from job sites as well as traditional business purpose travel often make the use 
corporate te aircraft a business necessity. The use of the “Standard Industry Fair 
Level’ (SIFL) valuation rules, parti arly the 600 percent non-business flight 
income allocation, will result in unrealistically high-income attributions. For exam- 
ple, many construction sites in remote locations require that employees be provided 
personal transportation when leaving the site for non-business reasons. It is unrea- 
sonable to allocate 600 percent to any sal gg ha ee under these en Similar 
problems will result from the 125 percent S rule for non sey mn loyees. These 
inequitable income allocations result not only from the use of formula. 
The failure of the regulations to adequately implement the new Batten exclusions 
also contributes to the inequities of the regulations in these situations. AGC recom- 
mends that the principles of the no-additional-cost fringe benefit exclusion should be 
reflected in the regulations by exempting air travel in seats which would not other- 
wise be occupied on business flights of corporate 

The most notable improvements in the new regulations are the alternatives for 
sati the contemporaneous recordkeeping requirement in lieu of logs. Unfortu- 
nately, the regulations provide relief in a Nimited and discriminatory fashion which 
will result in some individuals performing identical construction responsibilities 
being subjected to the onerous log requirement while others are exempt. 

Officers and owners of small firms frequently perform the same responsibilities as 
employees in larger firms. Many of these officers or owners must spend time in an 
office or similar hast in addition to their on-site job responsibilities. It is unfair 
to require these individuals to keep logs because of their mixed business responsibil- 
ities or business status. Yet the Internal Revenue Service, without any specific stat- 
utory authority, excludes all officers and 1% owners from using the commuting ex- 
ception to the log requirement and denies the miltibusinesses stop safeharbor pro- 
tection to employees who spend at least part of their time in an office type setting. 
Minimal fairness requires some form of safeharbor protection from the onerous log 
Serene for these individuals. 

e the owner/officer restrictions on the $3.00 per day commuting rule is the 
most significant inequity with the alternative recordkeeping uirements, others 
also exist. For example a construction supervisor generally spends his business day 
making job site stops. These stops may be at different locations on the same job site 
such as a five mile long highway project or at neg pa different job sites. This 
same supervisor may also spend time at the home office in pre estimates for 
bids, work schedules, and management planning. The supervisor will also spend 
time in on-site management meetings. It ? uestionable as to whether this superin- 
tendent would be allowed to use the multiple business stop alternatives to the log 
requirement because of his activities at the home office or at the job site trailor. 
Clearly, a safeharbor alternative to the log requirement must be available for all 
classes of employees. 

AGC also has serious reservations concerning the application of the fringe benefit 
valuation rules. The temporary regulation rules for valuing the use of vehicles is 
based on a lease value standard with a special table outlining such value for auto- 
mobiles. Vehicles other than. automobiles must substitute fair market lease values 
in a standard formula. The valuation rules apply to taxpayers required to or elect- 
ing to use logs as well as taxpayers using a log alternative to satisfy the adequate 
contemporaneous recordkeeping requirement. 

The fault with the rules lies in their application based on the lease value stand- 
ard in situations when “vehicle availabili ity” is not a rational reflection of any bene- 
fit to an employee. For example, many trucks used on construction sites are inher- 
ently expensive due to job requirements. Structural components for off road use and 
ha capacity, communication equipment, mud tires, etc. are necessary for the 


192 


job requirements but of little personal value to an employee. Yet, the regulations 
require that the valuation of personal use be based on the market cost of leasing the 
vehicle. The lease value in the market may also be very high relative to very luxuri- 
ous automobiles because of the limited availability of these t of rental vehicles. 

The rigid reliance on lease value of vehicle availability will also result in inequi- 
ties because it assumes that mileage is an accurate reflection of business and per- 
sonal use. Many vehicles used at construction sites do not acquire significant mile- 
age amounts while in use at sites. For example, a highway project which is five 
miles long may require a dozen stops by the superintendent during the day. The 
total driving at the site may only be a few miles. If the superintendent is an officer 
or shareholder and also spends regular periods in an office (to participate in prepar- 
ing costs estimates) he must keep a log. Pt the vehicle must be taken home at night 
for security reasons the mileage log may show a substantial amount of commuting 
mileage in relationship to the business mileage. The result of the regulation’s for- 
mula will then attribute a larger portion of the lease value of the vehicle to the 
superintendent. This amount does not fairly represent the proportionate value of 
the vehicle between business and personal uses. 

AGC is also concerned with the recordkeeping for computers used by employees in 
their homes. The use of computers at employee’s homes is a relatively new and 
growing practice. Employees are frequently encouraged to take computers home 
when training and for business purposes. The limited recordkeeping exemption for 
home use based on the home office tax rules is excessively narrow. Use of computers 
in residential settings is a business activity which should generally be encouraged. 
Where the use of the computer is solely for business purposes, subject to a realistic 
de minimis use allowance, no contemporaneous record should be required. 

We are certain that many more examples of the inequities of the valuation rules 
will be brought to your attention as they are studied by the entire business commu- 
nity. The regulations’ rigid reliance on the lease value concept must be substantial- 
ly relaxed to correct these inequities. AGC recommends that all the traditional 
methods of valuing non-cash items be specifically allowed to be elected by taxpayers 
based on the facts and circumstances of the individual employers and employees. 
These methods would include allocating incremental employer costs for the employ- 
ee’s personal use of a vehicle and determining the value of the personal use to the 
employee, i.e. the market value of the employee’s need being satisfied. The specific 
prohibitions in the regulations of using actual employer costs of a benefit (i.e. fest 
discounts) and cents per mile valuations must be rescinded. 

Another area of discriminatory application to the construction industry i is the ap- 
plication of tax benefit limitations to so-called “luxury automobiles”. The preamble 
of the new regulations acknowledges that certain types of vehicles are excluded 
from the definition of “passenger automobile” and requests comments as to the type 
of trucks or vans that should be excluded. This request for comments on excluded 
vehicles is indicative of a misreading of the regulatory delegation provided in the 
statute and is another example of an IRS attempt to implement its own policy 
system in disregard of the statute and legislative history 

The Conference Report on H.R. 4170 clearly states that the term ‘ passenger auto-. 
mobile shall not include—(iii) under regulations, any truck or van”. Congressional 
Record, Vol. 180, No. 87—Part I], June 22, 1984, page H. 6432 (emphasis added). The 
legislative history of this provision shows that the regulatory implementation of the 
statutory rule is specifically designed to provide a broad exception to the passenger 
automobile definition to avoid the tax benefit limitation being applied to any vehicle 
which is not strictly a passenger car. The opposite anterpreiston is suggested by the 
IRS regulation comment request. 

The Supplemental Report of the Committee on Ways and Means on H.R. 4170 
which was released on March 5, 1979 explains the statutory language by stating: 

“. . it (the luxury automobile restrictions) does not apply to vehicles other than 
automobiles (such as van or trucks.)” (Title I, Section (LX6)). 

The House committee report language is consistent with Senator Baucus’ explana- 
tion of Amendment No. 4 which added the luxury automobile provision to the 
Senate version of the bill. Senator Baucus entered into a colloquy with Senator Dole 
explaining this provision at the time the amendment was offered on the Senate 
floor: 

. We recognize that certain 4-wheeled vehicles weighing less than 6,000 groes 
vehicle pounds may be expensive not because they are extravagant but, because of 
the particular needs of certain businesses. That is why the Treasury Secretary is - 
directed to issue regulations exempting any truck or van. When issuing these regu- 
lations, the Secretary should exempt farm vehicles, light trucks, vans and other ve- 
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nicles ae not strictly passenger cars.” (Congressional Record S. 4469 and 4470, 
Pp 

The clearly statutory language requiring that all trucks or vans shall not be des- 
nar as luxury automobiles is well founded in sound tax policy since it applies 
oe. restrictive depreciation and tax credit limitations for a certain type of 

ich is considered lavish and extravagant. The consistent legislative history 
rea both the House and Senate emphasizes that the exception should be broadly 
drafted and should be accurately reflected in the regulations. AGC recommends that 
the regulations properly reflect the regulatory delegation by exempting all vehicles 
from the passenger automobile classification if they have any business function 
other than strictly being passenger cars that are designed to provide transportation 
over traditional highways and roads. All 4-wheel Grice vehicles, light duty trucks, 
vans and utility vehicles should be described as examples of vehicles which are not 
strictly passenger cars. 

In conclusion, Mr. Chairman, we believe that Congressional involvement in the 
form of either legislation or by means of other direction to the IRS is essential. The 
changes recently published by the IRS would not have occurred without the signifi- 
cant interest shown by members of Congress and we believe that this interest will 
continue as the details of the recordkeeping requirements and fringe benefit rules 
are more clearly understood by taxpayers. 

Unfortunately, time is becoming a serious problem. Actual withholding will be re- 
quired as of August 31, 1985 and many taxpayers are already burdened by the oner- 
ous log requirement. 

We urge your action, either by legislation or by direction to the IRS, to correct 
the previously mentioned provisions which in application are abusive and discrimi- 
natory based on the unique nature of the construction industry. 

Thank you. 


Mr. RANGEL. Thank you, Mr. Lineberger. Louis Mirman, Nation- 
al Society of Public Accountants. 


STATEMENT OF LOUIS MIRMAN, PAST PRESIDENT, NATIONAL 
SOCIETY OF PUBLIC ACCOUNTANTS 


Mr. MirMan. Thank you, Mr. Chairman. My name is Louis 
Mirman. I am a past president of the National Society of Public 
Accountants and a past president of the Accountant Society of Vir- 
ginia. I have been in public practice for 42 years and am enrolled 
to practice before the Internal Revenue Service. I am accredited by 
the Accreditation Council for Accountancy in both accountancy 
and taxation and I am currently serving on the advisory group to 
the Commissioner of the Internal Revenue Service. 

The National Society of Public Accountants consists of 17,000 in- 
dividual practicing professional accountants throughout the United 
States. NSPA has an affiliated State organization in each of the 50 
States, the District of Columbia, and the Commonwealth of Puerto 
Rico. Our members provide auditing, accounting, tax and manage- 
ment advisory services to more than 4 million small businesses and 
small government entities throughout the Nation. 

As accountants and small business people ourselves we feel that 
we are in a unique position to understand the problems of small 
business. We appreciate the opportunity to be here today to present 
our views on the provisions of the Tax Reform Act of 1984 that re- 
quire adequate contemporaneous records for the business use of 
automobiles and other property. 

I believe the only group of people who have heard more com- 
plaints about these requirements than those of you who serve in 
Congress are those of us who serve as accountants. One of the prob- 
lems continually voiced by the commissioner is noncompliance. We 
find that small business people have difficulty understanding the 
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income tax rules, are burdened with unreasonable and onerous 
bookkeeping requirements, and are threatened with sanctions and 
penalties. Their frustrations do not enhance compliance. They un- 
derstandably become embittered antagonists of the IRS. Complying 
under duress, over time, erodes if not completely destroys a willing- 
ness to voluntarily comply. 

NSPA urges that Congress repeal the contemporaneous records 
requirement established in the Tax Reform Act of 1984. We pro- 
pose that if a taxpayer establishes under the prior law that the pri- 
mary use of the vehicle is for business purposes, then that taxpayer 
may claim that 70 percent of the use is for business purposes. 

If a taxpayer wants to claim greater than 70 percent, then the 
taxpayer must establish that extra use based on adequate records. 
Should the use of the vehicles be for less than 50 percent, then the 
taxpayer will be allowed a deduction as documented. 

The rule would apply to all taxpayers regardless of all types of 
business, ownership of business, or position in the business. 

In the Tax Reform Act of 1984 Congress amended section 274(d) 
of the Code by adding one word, contemporaneous, and in section 
6695 by adding a requirement that a return preparer advise a 
client of the recordkeeping requirement and that the taxpayer sign 
a statement that he or she complies. In November the Internal 
Revenue Service issued temporary and proposed regulations to in- 
fa se ae legislative change. They were approximately 76 pages 
in lengt 

On February 15, 1985, in response to taxpayer and congressional 
pressure, the IRS issued another 57 pages of temporary and pro- 
posed regulations amending the previously issued temporary and 
proposed regulations. Was it Congress’ intention that laws be so 
complex that such a change of a few words require more than 100 
pages of explanatory regulations? 

We, as accountants and tax practitioners, are expected by our cli- 
ents and the Government to know and understand these regula- 
tions. We accept this. We are bothered, however, by the fact that 
all taxpayers are also expected to understand the tax laws. If they 
do not understand and comply, they are potentially subject to neg- 
ligence penalties. 

From the viewpoint of the public it appears that the penalties 
are more important to the IRS than the tax. Your constituents 
have indicated that they are less than happy with these provisions. 
Many of them are our clients. They are telling us that they are in- 
creasingly confused, frustrated, and annoyed with our revenue 
system and with the IRS. 

Confusion, frustration, and annoyance encourage noncompliance. 
Most taxpayers will comply but not without a cost to the Govern- 
ment both in taxpayer resentment and reduced revenue from in- 
creased taxpayer compliance costs. Small businesses are least able 
_to understand these new requirements and to afford the cast of the 
added recordkeeping. 

These paper generation provisions are interrupting normal busi- 
ness operations and are unlikely to result in an appreciable in- 
crease in tax revenue. We question Treasury estimates of $150 mil- 
lion in increased revenue in fiscal year 1985 as it is already illegal 
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to deduct expenses for the personal use of such items as automo- 
biles and computers. 

In addition, this revenue estimate must be balanced with what it 
will cost businesses to comply with and inquire about these recom- 
mendations. A conservative estimate of $500 a year for each of this 
Nation’s 14 million small businesses would result in a cost of close 
to $7 billion a year to this segment of the business community 
alone. Assuming an average 20-percent tax rate on this $7 billion 
cost could result in a revenue loss of $1.4 billion. If the IRS esti- 
mate that enforcement of these regulations will result in additional 
revenue collection of $150 million is correct, then the net cost to 
the Government will be $1,250 million. 

We propose that Congress repeal the contemporaneous record re- 
quirements. Further, we propose that in lieu thereof Congress 
adopt the following: If a taxpayer establishes that the primary use 
of the vehicle is for business purposes, it may be presumed that the 
business use is 70 percent and personal use 30 percent. 

If the taxpayer wishes to claim that business use is greater than 
70 percent, it would be necessary to establish the greater percent- 
age through required documentation. If the business use of the ve- 
hicle is less than 50 percent, then the taxpayer will be allowed a 
deduction for the actual business usage measured either by reason- 
able mileage allowance or actual expenses based on percentage of 
use. 
In conclusion we believe that if our country is to continue with a 
tax system based on voluntary compliance, laws must be passed 
that are simple and understandable. The laws that have been 
passed in the last 8 years are overly complex. Taxpayers are in- 
timidated and frustrated by these incomprehensible laws. 

As a result they are frequently unable to comply with them and 
the regulations. Increasingly, this frustration is leading to a refusal 
to cooperate. This attitude undermines the entire premise of our 
tax system. The contemporaneous recordkeeping provisions we 
have addressed here today are an example of the unnecessarily 
complex requirements that are frustrating the taxpayer. 

Congress can take its first step toward simplification by repeal- 
ing these burdensome provisions. I want to thank you for affording 
me the opportunity to be here today on behalf of NSPA, and I 
would be happy to answer any questions that you may have. 

[The prepared statement follows:] 


STATEMENT oF Louis MIRMAN, Past PRESIDENT, NATIONAL SOCIETY OF PUBLIC 
ACCOUNTANTS 


My name is Louis Mirman. I am a Past President of the National Society of 
Public Accountants and a Past President of the Accountants Society of Virginia. I 
have been in practice for 42 years and am enrolled to practice before the Internal 
Revenue Service. I am accredited by the Accreditation Council for Accountancy in 
both accountancy and taxation and am currently serving on the advisory group to 
the Commissioner of Internal Revenue. 

The National Society of Public Accountants (NSPA) consists of 17,000 individual 
practicing professional accountants throughout the United States. NSPA has an af- 
filiated state organization in each of the 50 states, the District of Columbia and the 
Commonwealth of Puerto Rico. Our members provide auditing, accounting, tax and 
management advisory services to more than four million small businesses and small 
government entities throughout the nation. 
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As accountants, and small business ple ourselves, we feel that we are in a 
unique position to understand the problems of small businesses. We appreciate the 
opportunity to be here today to present our views on the provisions of the Tax 
Reform Act of 1984 that require “adequate contemporaneous records’ for the busi- 
ness use of automobiles and other property. I believe the only group of people who 
have heard more complaints about these requirements than those of you who serve 
in Congress are those of us who serve as accountants. 

One of the problems continually voiced by the Commissioner is noncomliance. We 
find that small business people have difficulty understanding the income tax rules, 
are burdened with unreasonable and onerous bookkeeping requirements, and are 
threatened with sanctions and penalties. Their frustrations don’t “enhance compli- 
ance”. They understandably become embittered antagonists of the IRS. Complying 
“under duress’ over time eredes—if not completely destroys—a willingness to 
oy “voluntarily”. 

NSPA urges that Congress repeal the contemporaneous records requirement es- 
tablished in the Tax Reform Act of 1984. 

We propose: 

If a taxpayer establishes under the prior law, that the primary use of a vehicle is 
for business purposes then that taxpayer may claim that 70% of the use is for busi- 
ness purposes. If a taxpayer wants to claim greater than 70% then the taxpayer 
must establish that extra use based on adequate records. Should the use of the vehi- 
cles be for less than 50% then the taxpayer will be allowed a deduction as docu- 
mented. The rule would apply to all taxpayers regardless of type of business, owner- 
ship of business, or position in the business. 


COMPLIANCE V. NONCOMPLIANCE 


In the Tax Reform Act of 1984 Congress amended Section 274(d) of the Code by 
adding one word “contemporaneous” and Section 6695 by adding a requirement that 
a return preparer advise a client of the recordkeeping requirement and that the tax- 
payer sign a statement that he or she compliance. In November the Internal Reve- 
nue Service issued temporary and pre ations to intrepret the cpative 
change. They were approximately /6 pages in length. On February 15, 1985 in re- 
sponse to taxpayer and congressional pressure the IRS issued another 57 pages of 
temporary and proposed regulations amending the previously issued temporary and 

ro regulations. 
as it Congress’ intention that laws be so complex that such a change of a few 
words require more than 100 pages of explanatory regulations? 

We, as accountants and tax practitioners, are expected by our clients and the gov- 
ernment to know and understand these regulations. We accept this. We are both- 
ered however, by the fact that all taxpayers are also expected to understand the tax 
laws. If nig fom understand and comply, they are potentially subject to negligence 

nalties. m the viewpoint of the public it appears that the penalties are more 
important to the IRS than the tax. 

Your constituents have indicated that they are less than happy with these provi- 
sions. Many of them are our clients. They are telling us that they are increasingly 
confused, frustrated and annoyed with our revenue system and the IRS. 

Confusion, frustration and annoyance encourage noncompliance. Most taxpayers 
will comply, but not without a cost to the government both in taxpayer resentment 
and reduced revenue from increased taxpayer compliance costs. 


PAPERWORK 


Small businesses are least able to understand these new requirements and to 
afford the costs of the added recordkeeping. These paper-generating provisions are 
interrupting normal business operations and are unlikely to result in an appreciable 
increase in tax revenue. 

We question Treasury estimates of $150 million in increased revenues in fiscal 
year 1985, as it is already illegal to deduct expenses for the personal use of such 
items as automobiles and computers. In addition, this revenue estimate must be bal- 
anced with what it will cost businesses to comply with and inquire about these re- 
quirements. A conservative estimate of $500 a year for each of this nation’s 14 mil- 
lion small businesses would result in a cost of close to $7 billion a year to this seg- 
ment of the business community alone. 

Assuming an average 20% tax rate this $7 billion cost could result in a revenue 
loss of $1.4 billion. If the IRS estimate that enforcement of these regulations will 
result in an additional revenue collection of $150 million dollars is correct, then the 
net cost to the government will be $1.25 billion dollars. 
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PROPOSAL 


We propose that Congress repeal the contemporaneous records requirements. 

Further we propose that in lieu thereof Congress adopt the following: 

If a taxpayer establishes that the primary use of the vehicle is for business pur- 
pose, it may be presumed that the business use is 70% and personal use 30%. 

If the taxpayer wishes to claim that business use is greater than 70% it would be 
necessary to establish the greater percentage through required documentation. 

If the business use of the vehicle is less than 50%, then the taxpayer will be al- 
lowed a deduction for the actual business usage, measured either by reasonable 
mileage allowance or actual expenses based on percentage of use. 


CONCLUSION 


In conclusion, we believe that if our country is to continue with a tax system 
based on voluntary compliance, laws must be that are simple and under- 
standable. The laws that have been passed in the last eight years are overly com- 
plex. Taxpayers are intimidated and frustrated by these incomprehensible laws. As 
a result, they are frequently unable to comply with them and the regulations. In- 
creasingly, this frustration is leading to a refusal to cooperate. This attitude under- 
mines the entire premise of our tax system. 

The contemporaneous recordkeeping provisions we have addressed today are an 
example of the unnecessarily complex requirements that are frustrating the taxpay- 
er. Congress can take its first step towards simplification by repealing these burden- 
some provisions. 

I want to thank you for affording me the opportunity to be here today on behalf 
of NSPA. I would be happy to answer any questions you may have. 


Mr. RANGEL. Thank you, Mr. Mirman. Mr. Arthur Wolpert. 


STATEMENT OF ARTHUR B. WOLPERT, PRESIDENT, AMERICAN 
AUTOMOTIVE LEASING ASSOCIATION 


Mr. Wo.prertT. Thank you, Mr. Chairman. My name is Arthur 
Wolpert, and I am president of the American Automotive Leasing 
Association, a national trade association whose members are en- 
gaged in long-term leasing of motor vehicles. We appreciate very 
much this opportunity to present our views at this hearing. 

Our member companies of the association have over 1.5 million 
vehicles on lease. Our members lease these motor vehicles to both 
large and small businesses with fleets ranging from one to many 
thousands. Our lessee customers include a broad spectrum of busi- 
enesses in this country. 

The association urges Congress to repeal the requirement of sec- 
tion 179(b) of the 1984 Tax Reform Act, that adequate contempora- 
neous records be kept for business use of vehicles. An immediate 
problem for our customers and indeed for our members is the con- 
fusion and uncertainty that exists right now with respect to the 
business and personal use of company vehicles. 

Three sets of long and complex temporary and proposed IRS reg- 
ulations have been issued, the latest only 2 weeks ago. Each was 
effective immediately on publication; all have to be read together, 
and all are subject to further comment and hearing. 

We are nearing the end of the first quarter of 1984 and many 
fundamental issues remain unresolved. For example, ane very basic 
issue, which is apparently still open, is how to deal with the situa- 
tion where employers would prefer to use the optional 70 percent 
Sra use presumption but their employees would prefer not to 

Q so. 

This presumption may have to be elected by the employer and 

the employee, then reported to each other, and then to the Govern- 
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ment. Numerous practical, legal, and accounting problems are cre- 
ated with respect to satisfaction of the withholding obligations of 
employers. It would be extremely difficult for small businessmen 
without access to extensive legal, accounting advice to determine 
which rule might be applicable to their business vehicles. 

Many leasing companies, my own included, lease vehicles to com- 
panies for use by their middle managers who in turn use the vehi- 
cle on company business. The title or job description of such per- 
sons may dictate that they spend considerable time in the office 
even though they may also go on the road for business. A sole pro- 
prietor also falls into this category. 

This manager or sole proprietor is still subject to the detailed 
recordkeeping requirements of the new proposed and temporary 
rules. The more often they use the vehicle on company business 
the more recording they have to do. No safe harbor or alternative 
to straight mileage is provided in such cases for this employee or 
sole proprietor. The option of a 70-percent business use presump- 
tion, which I will discuss later, is available only where the automo- 
bile is used during most of the normal day to make several busi- 
ness stops on the employer’s business. This criterion cannot be met 
by owners and managers because of the many days or portions: of 
days spent in their office or similar setting. 

The proposed regulations offer an option of presuming 70-percent 
business use and 30-percent personal use in the case of a company 
whose drivers are on the road making several business stops in a 
normal business day. We believe, however, that this greatly over- 
states the amount of personal use that such fleets have actually ex- 
perienced. Employees whose personal vehicle use falls into this cat- 
. egory would either have to pay more tax than they owe or go back 
to the detailed logging of mileage required by the contemporaneous 
record provisions. Their employers who may wish to use the safe 
harbor in order to avoid having to base withholding or other 
charges on an actual and variable mileage would then be left with 
additional complications whose extent is still uncertain. 

One must ask whether all of the additional complications for 
business use under the contemporaneous record-keeping require- 
ments of 179(b) and the proposed rexulabons under that section 
really serve any useful purpose. 

We assume that the rationale for requiring contemporaneous 
records is to encourage compliance and honest reporting of the tax- 
able fringe benefit which results from the personal use of a compa- 
ny vehicle. 

Studies of these fleets have shown that substantial compliance 
existed prior to the law. Many companies have been charging their 
sales and management employees for personal use of company 
automobiles in the vicinity of $40 to $60 per month. Often the 
monthly charges have been and are considerably higher. 

In view of all of the foregoing, the contemporaneous recordkeep- 
ing requirements are burdensome, confusing, and unreasonable. 
The association urges the Congress to repeal section 179(b) of the 
Tax Reform Act of 1984. Thank you. 

[The prepared statement follows:] 
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STATEMENT OF ARTHUR B. WOLPERT, PRESIDENT, AMERICAN AUTOMOTIVE LEASING 
ASSOCIATION 


My name is Arthur B. Wolpert, and I am President of the American Automotive 
Leasing Association, a national trade association whose members are engaged in the 
long-term leasing of motor vehicles. We appreciate very much the opportunity to 
present our views at this hearing. 

The member companies of the Association have over one and a half million vehi- 
cles on lease. Our members lease motor vehicles to both large and small businesses 
with fleets ranging from one to many thousand vehicles. Our lessee-customers in- 
clude the broad spectrum of businesses in this country: sales and service companies, 
utilities, banks, manufacturing companies, and every kind of small business that 
uses a motor vehicle in order to conduct its business. 

The Association urges Congress to repeal the requirement of § 179%b) of the 1984 
Tax Reform Act that ‘adequate contemporaneous records” be kept for business use 
of vehicles. ; 

The use of the automobiles by our lessees’ employees differs depending on the spe- 
cific needs of the particular company, and, of course, on the particular company 
policy. Although the uses of the vehicles may differ, one thing has become clear, 
and that is that since these contemporaneous record keeping requirements were 
proposed by the Internal Revenue Service pursuant to § 170(b), our customers have 
been in an uproar over this wasteful and burdensome imposition on the conduct of 
their business. 

An immediate problem for our customers and, indeed, for our members is the con- 
fusion and uncertainty which exist right now with respect to the business and per- 
sonal use of company vehicles. Three sets of long and complex temporary and pro- 
posed IRS regulations have been issued, the latest only two weeks ago. Each was 
effective immediately on publication, all have to be read together, and all are still 
subject to further comment and hearing. 

As we are nearing the end of the first quarter of 1984, many fundamental issues 
remain unresolved. For example, one very basic issue which is apparently still open 
is how to deal with the situation where employers would prefer to use the optional 
70% business use presumption, now set forth in the most recent IRS proposed and 
temporary regulations, but their employees would prefer not to do so. This presump- 
tion may have to be elected by the employer and employee and then reported to 
each other and to the government. In addition, numerous practical, legal and ac- 
counting problems are created with respect to satisfaction of the withholding obliga- 
tions of employers. 

The proposed and temporary regulations—in particular the latest set which was 
intended specifically to ease the record keeping burdens—contain complicated and 
abstruse requirements for the various exemptions, exceptions, and exceptions to the 
exceptions. It would be extremely difficult for a small businessman without access 
to extensive legal and accounting advice to determine which rules might be applica- 
ble to his business vehicles. We respectfully suggest that it is not good tax policy to 
have so many complex, detailed and difficult rules for a matter as common and 
basic to all businesses as the use of motor vehicles. 

In many common vehicle use situations, the proposed contemporaneous records 
rules impose very major and unreasonable burdens. This is so despite the most 
recent changes which have eliminated some of the unreasonable requirements. 

Many leasing companies, including my own, lease vehicles to companies for use by 
their middle managers. The title and/or job description of such persons may dictate 
that they spend considerable time in the office, even though they may also go on the 
road on business. A sole proprietor would also fall into this category. This manager 
or sole proprietor is still subject to the detailed record keeping requirements of the 
new proposed and temporary rules. The more often they use the vehicle on company 
business the more recording they have to do. Each entry must include the date and 
the mileage driven or odometer readings before and after the use. The purpose of 
the use must also be entered on the contemporaneous record. An example of such 
purpose would be “to make a sales presentation to a customer.” No safe harbor or 
other alternative to straight mileage is provided in such cases for the employee or 
sole proprietor. The option of a 70% business use presumption which I will discuss 
later is available only where the automobile is used during most of a normal day to 
make several business stops on the employer’s business. This criterion cannot be 
met by many managers and owners because of their many days or portions of days 
spent in the office or similar setting. 
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The forced distraction from one’s primary business concerns resulting from these 
constant mileage record keeping requirements is extremely intrusive. The more pro- 
ductive the person, the more wasteful is the requirement. 

The proposed regulations offer an option of presuming 70% business use and 30% 
personal use in the case of the company fleet whose drivers are on the road making 
several business stops in a normal business day. We believe, however, that this 
eet y overstates the amount of personal use that such fleets have actually experi- 
enced. 

Last month the National Association of Fleet Administrators (NAFA) published 
its annual survey of personal use of company fleet vehicles by employees. Of 307 
U.S. commercial fleets responding, with a total of over 209,905 vehicles, no industry 
category reported anywhere near 30% personal use. Drug company fleets, for exam- 
ple, reported an average of 14% personal use among the different companies. This is 
less than half of the 30% presumption in the regulations. Employees whose personal 
use falls into this category would either have to pay more tax than they owe, or go 
back to the detail of logging mileage as required by the contemporaneous record 
provisions. Their employers who may wish to use the safe harbor in order to avoid 

ving to base withholding or charges on an actual and variable mileage would 
then be left with additional complications, whose extent is still uncertain. 

One must ask whether all the additional complications for business use under the 
“contemporaneous” record keeping requirements of § 179(b) and the proposed regu- 
lations under that section really serve any useful purpose. We assume that the ra- 
tionale for requiring contemporaneous records is to encourage compliance and 
honest reporting of the taxable fringe benefit which results from the personal use of 
a company vehicle. Studies of these fleets have shown that substantial compliance 
existed under the law prior to § 179%b). Many companies have been charging their 
sales and management employees for personal use of company automobiles, in the 
$40-$60 per month vicinity. Often the monthly charges have been and are consider- 
ably higher. 

In view of all the foregoing, the ‘contemporaneous’ record keeping requirements 
are burdensome, confusing and unreasonable. 

ane Association urges the Congress to repeal § 17%b) of the Tax Reform Act of 
1984 
Thank you. 


Mr. RANGEL. Thank you. Mr. Duncan. 

Mr. Duncan. Thank you, Mr. Chairman. I want to thank the 
panel; with due regard to all the other panels here today I think at 
this point you are about the best we have had all day. You have 
raised some excellent questions, Mr. McCarthy, about reduction in 
the sale of automobiles and light vehicles. | 

All of you have raised questions that I think really need to be 
answered. I am just sorry that more members of the committee are 
not here. There is a session on the House floor and some other sub- 
committees are in operation at this time. But I do want to thank 
all of you very much for bearing with us and letting us have the 
benefit of your testimony. Thank you, Mr. Chairman. 

Mr. RANGEL. I want to join with Mr. Duncan and assure you that 
your testimony will be reviewed by the members of the committee 
and I thank you for your patience as well as your contribution. 

The last panel is Mr. Kliesmet, president of International Union 
of Police Associations; Al Conners, the treasurer of the National 
League of Cities and the International Association of Fire Chiefs; 
and the director of finance and revenue from the city of Washing- 
ton, DC, Melvin Jones, representing the Government Finance Offi- 
cers Association. 

Mr. Kliesmet. 
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STATEMENT OF ROBERT B. KLIESMET, PRESIDENT, INTERNA- 
TIONAL UNION OF POLICE ASSOCIATIONS, AFL-CIO, PRESI- 
DENT OF THE INSTITUTE FOR POLICE RESEARCH 


Mr. KiIesMET. Mr. Chairman, members of the Ways and Means 
Committee, I thank you for the opportunity to appear here today 
and to give testimony concerning recordkeeping for personal use of 
business vehicles. 

My name is Robert Kliesmet. I am the president of the Interna- 
tional Union of Police Associations, AFL-CIO. I have served as a 
police officer on the streets of Milwaukee for the past 29 years. 

Our union represents some 17,000 law enforcement officers and 
has member locals in 29 States. We work closely with other asso- 
ciations in all areas of law enforcement, apprehension, prosecution, 
and research throughout the 50 States. ‘One of those associations is 
the National Law Enforcement Council representing 300,000 law 
enforcement officers in 12 major national associations. And it is on 
their behalf I also make my comments. 

During the 1970’s, the United States experienced increasing 
crime rates that bordered on the unbelievable. The public, local, 
State, and Federal Government officials were duly alarmed over 
what appeared to be a breakdown in our society and the inability 
of law enforcement on all levels to cope with the problem. The Con- 
gress, sensing the need for their involvement in a situation that 
was national in scope, appropriated moneys to assist the States in 
the development of new techniques to meet the growing need. 
Time, effort, and study, with adequate financial support from Con- 
gress, enabled the States to meet the problem and successfully turn 
the tide. The States, counties, and municipalities have developed 
and put in place new advanced techniques and procedures that 
countered the growing incidence of street crimes. Our current re- 
ports show a continuing decrease in the numbers of those crimes. 

One of the procedures or programs that grew out of these stud- 
ies, a procedure or program that contributed greatly to the decreas- 
ing incidents of street crime is the Personal Patrol Car Program. 

is a program that requires law enforcement officers to take 
home their marked vehicles and encourages the use of such vehi- 
cles throughout their off-duty hours. 

This program was not developed, nor was it implemented to 
serve as a bonus, or salary supplement to law enforcement person- 
nel by their bargaining agents. It was developed solely by Govern- 
ment. 

The use of marked police vehicles by off-duty police officers has 
had wide acceptance and use by law enforcement authorities across 
the country as a major law enforcement tool. 

Let me outline and examine the primary objectives of this pro- 
gram, a program that arose and was implemented as a result of 
studies and programmatic testing funded by the Congress of the 
United States and through the Justice Department. I will not 
allude to those objectives in my oral statement; however, they are 
included in my written statement. 

All of the studies indicate that these objectives have been met in 
the implementation of this program. The greater visibility of police 
vehicles in neighborhood driveways, in shopping centers, and oper- 
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ating within the peak traffic pattern as the patrol officer drives to 
his or her assigned patrol area, have had an obviously beneficial 
effect for law enforcement. The sense of the security of the citizen- 
ry is clearly enhanced. The unlawful element faces the hazard that 
they cannot project the periodic presence of a scheduled patrol ve- 
hicle. Instead, they face the added risk of an immediate response 
by an off-duty patrol officer. The State, county, and municipalities 
benefit by a considerable increase in the number of patrol hours 
without the added expense of increasing manpower. 

One of the studies of the effectiveness of this program was con- 
ducted in a nearby jurisdiction, Prince George’s County, MD. The 
results may interest the committee. Prince George’s County was se- 
lected as it was the exemplar of the problem encountered across 
the country. This county had a 100-percent increase in population 
in a relatively short period. It was changing from a rural to an 
urban area, and its crime rate and demands for police services 
were compounding yearly. The off-duty use of marked police vehi- 
cles was one of the major programs instituted to meet the exigency. 
Patrol officers were instructed to drive their marked cars to and 
from work, and were authorized to use the vehicles for their per- 
sonal activities while in an off-duty status. They were instructed to 
maintain radio contact and to respond to emergencies in their im- 
mediate area while off duty. 

The law enforcement authority was to bear the cost of purchas- 
ing and maintaining the vehicles. The purpose was to give the 
patrol officer omnipresence. All ranks of patrol officers were as- 
signed vehicles. It, at all times, has been emphasized that this use 
of an official vehicle was not intended as an automatic fringe bene- 
fit or an employment right. It is an operational privilege subject to 
revocation at any time. 

In order to produce the desired effect of crime containment, cer- 
tain restrictions were placed upon the off-duty officers. Again, I 
will not allude to these in my oral statement. They are in the writ- 
ten statement. 

These are just a few of the restraints and restrictions that were 
placed upon the patrol officers’ participation in the program. They 
clearly indicate the law enforcement purposes of the program and 
the minimal aspect of any fringe benefit to the police officer. We 
contend that the Internal Revenue Service should not be allowed to 
turn apples into oranges by executive fiat. 

The program was found to have universal acceptance by patrol 
officers and the public. It has been a very effective program and 
this Congress should assure its continuance. 

I could continue to list the benefits of this program; however, the 
members of this committee need go no further than to check with 
the law enforcement agency in their congressional district as to its 
effectiveness. 

I thank you, Mr. Chairman, and stand ready to answer any ques- 
tions. 

[The prepared statement follows:] 
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STATEMENT OF ROBERT B. KLIESMET, PRESIDENT, INTERNATIONAL UNION OF POLICE 
AssociATIONs, AFL-CIO 


Mr. Chairman, Members of the Way and Means Committee, I thank you for the 
opportunity to appear here today and to give testimony concerning recordkeeping 
and fringe benefits. 

My name is Robert B. Kliesmet. I am the President of the International Union of 
Police Associations, AFL-CIO. I am also President of the Institute for Police Re- 
search. I have been a guest lecturer at Harvard University’s Kennedy School of 
Government, the University of Milwaukee School of Social Welfare, the Universit 
of Wisconsin Law School, Marquette University, Melborne University Law School, 
the F.B.I Academy, and at numerous seminars, symposiums and workshops. I have 
contributed to numerous publications concerned with policing and law enforcement. 
I have also served as a police officer on the streets of Milwaukee. Our Union repre- 
sents some 17,000 law enforcement officers and has membership locals in 29 states. 
We work closely with other associations in al] areas of law enforcement, apprehen- 
sion, prosecution and research throughout the 50 states. | 

During the 1970’s the United States experienced increasing crime rates that bor- 
dered on the unbelievable. As early as 1973, the Federal Bureau of Investigation 
crime reports indicated on burglaries alone, a range from 2,000 in a smaller city like 
Lexington, Kentucky, to 149,000 in New York City. The public, local, state and fed- 
eral government officials were duly alarmed over what appeared to be a breakdown 
in our society and the inability of law enforcement on ah levels to cope with the 
problem. The Congress sensing the need for their involvement in a situation that 
was national in scope, appropriated moneys to assist the states in the development 
of new techniques to meet the growing problem. Time, effort, and study, with ade- 
quate financial support from Congress, enabled the states to meet the problem and 
successfully turn the tide. The states, counties and municipalities have developed 
and put in place new advanced techniques and procedures that countered the grow- 
ing incidence of street crimes. Our current reports show a continuing decrease in 
the number of those crimes. _- 

One of the procedures or programs that grew out of these studies, a procedure or 
program that contributed greatly to the decreasing incidents of street crime is the 
Personal Patrol Car Program. This is a program that requires law enforcement offi- 
cers to take home their marked police vehicles and encourages the use of such vehi- 
cles throughout their off-duty hours. 

is program was not developed, nor was it implemented to serve as a bonus, or 
salary supplement to law enforcement personnel. 

The use of marked police vehicles by off-duty patrol officers has had wide accept- 
ance and use by law enforcement authorities across the country as a major law en- 
forcement tool. Let me outline and examine the primary objectives of this program, 
a program that arose and was implemented as a result of studies and programmatic 
testing funded by the Congress of the United States and through the Department of 
Justice. These objectives were: 

1. To promote the security of the citizens by a greater visibility of police resulting 
from an increased number of police vehicles on the streets of the county or munici- 


pality. 

2. To improve police-community relations by increasing on and off-duty personal 
contracts and services performed by the police. 

3. To deter crime by limiting the opportunity of the criminal to commit the act by 
the presence of more police vehicles. 

4. To provide quicker response time to all types of calls and thereby increase the 
opportunity for apprehending the criminal. 

5. To reduce the maintenance costs of police vehicles. 

6. To provide quicker response of off-duty personnel when they are called back to 
duty because of an emergency. 

7. To increase incentive and improve morale of those officers in the program. 

8. To increase the visibility of marked police vehicles thereby decreasing the 
number of traffic violations and increase traffic safety enforcement. 

All of our studies indicate that these objectives have been met in the implement- 
ing of this program. The greater visibility of police vehicles in neighborhood drive- 
ways, in shopping centers, and operating within the peak traffic pattern as the 
patrol officer drives to his assigned patrol area, have an obviously beneficial effect 
for law enforcement. The sense of security of the citizenry is clearly enhanced. The 
unlawful element faces the hazard that they cannot project the periodic presence of 
a scheduled patrol vehicle, instead they face the added risk of an immediate re- 
sponse by an off-duty patrol officer. Law enforcement dispatchers have an increased 
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availability of patrol officers strategically placed within their jurisdiction. Police of- 
ficers assigned their own vehicle take a natural pride in its maintenance and effi- 
sp Our studies indicate pgp officers in the take home vehicle program have 
significantly less police vehicle accidents than officers utilizing fleet police vehicles. 
The state, county, and municipalities further benefit by a considerable increase in 
the number of patrol hours without the added expense of increasing manpower. 

One of the studies of the effectiveness of this program was conducted in a nearby 
jurisdiction, Prince Georges County, Maryland. The results may interest the Com- 
mittee. Prince Georges County was selected as it was exemplar of the problem en- 
countered across the country. This county had a 100% increase in population in a 
relatively short period. It was changing from a rural to an urban area, and its crime 
rate and demands for police services were compounding yearly. The off-duty use of 
marked police vehicles was one of the major programs instituted to meet the exigen- 
cy. Patrol officers were instructed to drive their marked patrol cars to and from 
work and were authorized to utilize the vehicles for their personal activities while 
in an off-duty status. They were instructed to maintain radio contact and to respond 
to emergencies in their immediate areas while off-duty. The law enforcement au- 
thority was to bear the cost of purchasing, maintaining, and operating the vehicles 
with the maintenance responsibility placed on the officer to whom the vehicle is as- 
signed. The purpose was to give the patrol officer omnipresence. All ranks of patrol 
officers were assigned vehicles. It, at all times, has been emphasized that this use of 
an official vehicle was not intended as an automatic fringe benefit or an employ- 
ment right. It is an operational privilege subject to revocation at any time. 

In order to produce the desired effect of crime containment, certain restrictions 
are placed upon the off-duty patrol officer. He must reside within the jurisdictional 
limits of the law enforcement agency. No more than two police vehicles may be 
parked at any one location except on official business. Two or more police officers 
attending the same school or meeting out of the jurisdiction will utilize the mini- 
mum number of vehicles. Officers on light duty, restricted, or under suspension will 
not operate off-duty department vehicles. Police equipment will not be left in police 
vehicles while unattended. Vehicles cannot be used by off-duty officers or their pas- 
sengers who intend or have consumed alcoholic beverages. The vehicles cannot be 
used for extended vacations, but must be returned to the car pool. The vehicles 
cannot be used with excessive loads or objects extending out of windows. The vehicle 
must not be used in any manner, nor will the patrol officer dress in a fashion that 
would reflect adversely on the service. Radio contact will be maintained at all times 
while the vehicle is in operation. In responding to a felony call, the officer must 
deposit any civilian passenger. 

ese are just some of the restraints and restrictions placed upon the patrol offi- 
cer participants in these programs. They clearly indicate the law enforcement pur- 
poses of the program and the minimal aspect of any fringe benefit to the police offi- 
cer. We contend that the Internal Revenue Service should not be allowed to turn 
apples into oranges by executive fiat. 

t us look at the experience of Prince Georges County. As oat as 1972, the offi- 
cers assigned to this program handled, stood by or assisted in 13,239 calls or inci- 
dents resulting in 119 felony arrests, 363 misdemeanor arrests and 1,049 traffic acci- 
dents. These broke down into 7,355 on-view responses and 5,424 radio monitor re- 
sponses with off-duty officers arriving on the scene within 2-3 minutes in 4,547 of 
the incidents. The program was found to have had universal acceptance by the 
patrol officers and the public. Major off-duty use was in shopping, thus placing the 
vehicle in areas where most hold-ups, larcenies, auto thefts and assaults occur. Sur- 
veys indicated that vainly Sa and from work placed the marked police vehicle on 
the road during peak traffic hours with obvious benefits. The crime reduction as- 
pects of this program require little amplification. It has been a very effective pro- 

am and this Congress should assure its continuance. I could continue to list the 
Penefits of this program, however the members of this Committee need go no fur- 
ther than to check with the law enforcement agencies in their own congressional 
districts as to the effectiveness of the program. 

If the Internal Revenue Service is allowed to consider this program as a taxable 
benefit to the patrol officers involved, they will not only severely damage its effec- 
tiveness but may in many instances, destroy the program entirely. In reality, they 
would reduce the take-home pay of patrol officers involved in the program by allo- 
cating to them income they do not receive for the performance of a mandated public 
function. The citizenry can only be adversely affected and the states, counties, and 
municipalities penalized by being forced to pay for a service previously rendered at 
minimal cost to them. I shall not extend my statement to cover the administrative 
costs involved, the insurance ramifications, recordkeeping, and labor contract nego- 
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tations as other members of this panel will adequately raise these contentious 
issues. 

I can only request that you Mr. Chairman, and members of this committee assure 
the law enforcement community and the citizenry of this country that an excellent 
and effective law enforcement program will not be destroyed in a misbeguided effort 
to seek out a minimal tax advantage. 


Mr. RANGEL. Thank you, Mr. Kliesmet. 
Mr. Conners. 


STATEMENT OF ALBERT W. CONNERS, TREASURER, INTERNA- 
TIONAL ASSOCIATION OF FIRE CHIEFS, AND ON BEHALF OF 
THE NATIONAL LEAGUE OF CITIES 


Mr. Conners. Good afternoon. 

I am Chief Albert W. Conners, treasurer of the International As- . 
sociation of Fire Chiefs. Our organization represents 8,200 career 
and volunteer fire chiefs who are responsible for managing fire 
protection, emergency medical services, airport crash-fire-rescue 
services, hazardous materials, and all those other responses to dis- 
asters of all types in the communities of our Nation. 

I am also the fire chief and emergency preparedness coordinator 
for the city of Farmington, NM. I am familiar with both paid and 
volunteer fire departments. 

I am here to point out to you the many and serious concerns of 
our Nation’s fire chiefs to the recently announced IRS regulations 
regarding the taxation of employer-provided vehicles and the inher- 
ent recordkeeping tasks associated with those new rules. 

Local government cannot afford to maintain an around-the-clock 
on-duty force to handle all the emergencies it will encounter. Fire 
chiefs and other senior fire officers are therefore furnished with 
employer-provided vehicles so that they can be on call 24 hours a 
day and be instantly available to respond to emergencies in their 
communities. These vehicles are equipped with mobile radios that 
allow these off-duty personnel to respond immediately from their 
homes and communicate with other responding units as soon as 
they are called into service. 

The availability of these on-call personnel is the only reasonable 
ahd inexpensive approach to providing additional response capabili- 
ties during multiple alarms and other major emergencies that 
reach beyond the regularly maintained and minimal level of public 
protection which cities presently struggle to provide. 

These employer-provided vehicles are a most necessary and im- 
portant element of both public safety and essential services in our 
communities. I can assure te that these vehicles are easily identi- 
fied and not a perk available for a trip to a local tavern to watch 
football on a big screen TV. It is not necessary for the Internal 
Revenue Service to apply fringe benefit income penalties and oner- 
ous recordkeeping requirements on these types of vehicles in an 
effort to control abuse. The general public serves:as a very effective 
watchdog in preventing any such abuses at the local level. 

Fire service agencies are not the only personnel affected by these 
regulations, however. 

Consider the need for on-call utility crews to respond quickl 
cut natural gas or electrical services at emergency scenes. De i 
from these people can lengthen utility company response and in- 
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crease the amount of time that firefighters must work with live 
power and gas lines during their already dangerous activities. Re- 
duced firefighter safety is likely to result, as well as unnecessary 
and prolonged public inconvenience. 

Police, public works, civil defense, and a host of other essential 
agencies are also affected by these regulations. Each impacts on 
the public safety. 

Applying these new IRS regulations to public sector employer- 
provided vehicles may very well reduce the number and availabil- 
ity of people willing to serve in these key on-call situations. In an 
effort to avoid the income penalty, many personnel have already 
indicated a preference to turn in their vehicles and not be on call 
Such actions may well result in a reduction of public safety serv- 
ices during nights, weekends, and holidays. 

Those public safety personnel who do continue such on-call 
status are certain to require or negotiate additional wages and sal- 
aries from their employers to meet the increased taxes they will 
pay under the regulations. These new IRS regulations then become 
nothing more than a passthrough tax, further increasing the cost 
of local government to its constituents. 

The detailed bookkeeping required by the regulations also im- 
pacts negatively on these personnel. I find it hard to believe that 
off-duty emergency personnel would delay their response when 
called to a 3 a.m. emergency so that they might complete their IRS 


log. 

Incidentally, Mr. Chairman, I responded to a fire bombing just 2 
years ago at our local Internal Revenue Service office. And I can 
assure you I did not stop to fill out my log. 

As we look to the future, we have to wonder if the next IRS regu- 
lations to be announced might not require volunteer firefighters to 
keep such contemporaneous recordkeeping so that they can contin- 
ue to maintain presently allowed mileage deductions for their per- 
sonal vehicles.. 

Public safety officials, essential service personnel, and volunteers 
must be provided immediate and future relief from these regula- 
tions. 

The International Association of Fire Chiefs considers the new 
regulations to be poorly promulgated, ill-advised and extremely de- 
motivating to those dedicated people responsible for providing 
tara safety and essential services in the communities of our 

ation. 

We strongly recommend that the regulations be modified imme- 
diately to exempt public entities and related essential service agen- 
cies from both the income penalties and bookkeeping requirements, 
and we alert the House of Representatives to the severe negative 
impact that will result if these regulations remain in effect. 

[The prepared statement follows:] 


STATEMENT OF CHIEF ALBERT W. CONNERS, TREASURER FOR THE INTERNATIONAL 
TION OF FIRE CuieErs [IAFC] 


I am Chief Albert W. Conners, Treasurer of the International Association of Fire . 
Chiefs (IAFC). Our organization represents 8,200 career and volunteer fire chiefs 
who are responsible for managing fire protection services, emergency medical serv- 
ices, airport crash-fire-rescue services, hazardous material control and those other 
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emergency responses to disasters of all types in the communities throughout our 
nation. 

I am also the Fire Chief and Emergency Preparedness Coordinator for the City of 
Farmington, New Mexico. I am familiar with both paid and volunteer fire depart- 
ments. 

I am here to point out to you the many and serious concerns of our nation’s fire 
chiefs to the recently announced IRS regulations regarding the taxation of ‘“‘employ- 
a aed nea vehicles and the inherent recordkeeping tasks associated with those 
new rules 

Local government cannot afford to maintain an “around-the-clock” on-duty force 
to handle all the emergencies it will encounter. Fire Chiefs and other senior fire 
department commanders are, therefore, often furnished with ‘employer-provided” 
vehicles so that they can be on-call 24 hours a day and be instantly available to 
respond to emergencies in their communities. These vehicles are equipped with 
mobile radios that allow off-duty personnel to respond immediately from their 
homes and communicate with other responding.units as soon as they are called into 


service. 

The availability of these on-call personnel is the only reasonable and inexpensive 
approach to providing additional response capabilities during multiple alarms and 
other major emergencies that reach beyond the regularly maintained and minimal 
level of public protection which cities presently struggle to provide. 

These ‘‘employer-provided” vehicles are a most necessary and important element 
of both public safety and essential services in our communities. I can assure you 
that these vehicles are easily identified and not a “perk” available for a trip to a 
local tavern to watch football on a big-screen t.v. It is not necessary for the Internal 
Revenue Service to apply fringe benefit income penalities and onerous recordkeep- 
ing requirements on these types of vehicles in an effort to control abuse. The gener- 
wet pes pone as a very effective watchdog in preventing any such abuses at the 

evel. 
‘ Fire service agencies are not the only personnel affected by these regulations, 
owever. 

Consider the need for on-call utility crews to respond quickly to cut natural gas or 
electrical services at emergency scenes—delays from these people can lengthen utili- 
ty company response and increase the amount of time that firefighters must work 
with live power and gas lines during their already dangerous activities. Reduced 
firefighter safety is likely to result, as well as unnecessary and prolonged public in- 
convenience. 

Police, public works, civil defense and a host of other essential agencies are also 
affected by these regulations. Each impacts on the public safety. 

Applying these new IRS regulations to public sector “employer-provided” vehicles 
may very well reduce the number and availability of people willing to serve in these 
key on-call situations. In an effort to avoid the income penalty many personnel have 
already indicated a preference to turn in their vehicles and not be on-call. Such ac- 
tions could well result in a reduction of public safety services during nights, week- 
ends, and holidays. 

Those public safety personnel who do continue such on-call status are certain to 
require or negotiate additional wages and salaries from their employers to meet the 
increased taxes they will pay under the regulations. These new IRS regulations then 
become nothing more than a “pass-through tax’’, further increasing the cost of local 
government to its constituents. 

The detailed bookkeeping required by the regulations also impacts negatively on 
these personnel. I find it hard to believe that off-duty emergency personnel would 
delay their response when called to a 3:00 a.m. emergency so that they might com- 
plete their IRS vehicle log. 

As we look to the future, we have to wonder if the next IRS regulations to be 
announced might not require volunteer firefighers to keep such contemporaneous 
recordkeeping so that they can continue to maintain presently allowed mileage de- 
ductions for their personal vehicles. 

Public safety officials, essential service personnel, and volunteers must be provid- 
ed immediate and future relief fram these regulations. 

The International Association of Fire Chiefs considers the new regulations to be 
poorly promulgated, ill-advised and extremely demotivating to those dedicated 
people responsibile for providing public safety and essential services in the commu- 
nities throughout our nation. 

We recommend strongly that the regulations be modified immediately to exempt 
public entities and related essential service agencies from both the income penalties 
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and bookkeeping requirements and we alert the House of Representatives to the 
severe negative impact that will result if these regulations remain in effect. 


Mr. RANGEL. Thank you, Chief. 
Melvin Jones, director of finance and revenue, Washington, DC. 


STATEMENT OF MELVIN W. JONES, DIRECTOR OF FINANCE AND 
REVENUE, DISTRICT OF COLUMBIA, ON BEHALF OF THE GOV- 
ERNMENT FINANCE OFFICERS ASSOCIATION 


Mr. JoNnEs. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am Melvin W. 
Jones, the director of finance for the District of Columbia. I am tes- 
tifying on behalf of the Government Finance Officers Association © 
as a member of its executive board. The association represents 
more than 9,000 finance officers from municipal, county, and State 
governments, as well as from school districts, special districts, and 
public retirement systems. 

I have a more detailed statement I ask to have entered into the 
record, Mr. Chairman. But, due to the lateness of the hour, and in 
the name of brevity, I will make a condensed statement. 

Mr. RANGEL. Without objection. 

Mr. JONES. We appreciate this opportunity to present the views 
of State and local government finance officers on the recordkeeping 
requirements that must be adhered to in determining the taxation 
on employer-provided vehicles. It is our view that both the law and 
the IRS regulations ignore the unique responsibilities of State and 
local government and burden them with overly restrictive and 
costly rules. 

In response to comments made about the October 1984 and Janu- 
ary 1985 regulations, the Treasury Department reissued temporary 
regulations on February 20 that relaxed the recordkeeping require- 
ments but do not provide a remedy. These regulations we feel ad- 
versely affect State and local governments because of five primary 
reasons. 

First, Mr. Chairman, public safety and service personnel who 
take vehicles home to meet 24-hour emergencies will be required to 
pay additional taxes. These employees are required to take vehicles 
home in order to respond quickly when emergencies and other 
public needs arise. For example, police in many jurisdictions are re- 
quired to drive their vehicles homes after their shift because most 
experts agree that visibility is a key part of any crime prevention 
program, and the officer must be able to respond to emergencies 
around the clock. Additionally, Mr. Chairman, this practice elimi- 
nates the need for and reduces the cost of providing secured park- 
ing facilities for vehicles not in use. 

I have attached, Mr. Chairman, examples from around the the 
country of administrative problems these regulations will cause. 

Second, personnel costs will automatically increase because the 
value of the personal use is added to the compensation level of af- 
fected employees. State and local governments will incur higher 
employment taxes, pension costs, and other benefit costs that are. 
tied to compensation. Private sector employers will be able to offset 
these additional costs by reducing their tax liability because a per- 
centage of these costs are deductible business expenses. 
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Third, legal conflicts will arise where State or local statutes or 
union negotiated contracts set salary levels. Compensation levels 
are automatically raised by the value of the personal use of an em- 
ployer-provided automobile, without consideration of legal salary 
restrictions or contractual agreements. 

Fourth, the purchase of public vehicles is not tax-motivated be- 
cause governments are tax-exempt entities. Governments do not 
use depreciation or investment tax credits to reduce their tax li- 
ability. The need for corrective measures to circumvent abuses is 
therefore misdirected and unnecessary. 

Finally, Mr. Chairman, these regulations have a significant fiscal 

impact on State and local governments that should be analyzed by 
the Congressional Budget Office. Public Law 97-108, the State and 
Local Government Cost Estimate Act of 1981, requires the CBO 
compile a fiscal analysis for pending legislation reported out of con- 
gressional committees that imposes increased costs of $200 million 
or more on State and local governments. The GFOA believes these 
regulations will meet this level in the aggregate. 
' State and local governments should be exempted from the IRS 
regulations because of the costly method of record maintenance re- 
quired by the regulations, the increased employment tax payments 
and the inclusion of public safety and service vehicles under the 
regulations. These increases costs have not been budgeted and put 
considerable financial pressure on States and localities at a time 
when they are facing major cuts in Federal aid. State and local 
governments are left with the choice of either absorbing the in- 
creased costs imposed by the regulations or cutting services. 

It is for these reasons we support H.R. 773, Mr. Anthony’s bill 
that would exclude law enforcement, fire protection and emergency 
medical vehicles from the taxation requirements. The GFOA 
policy, which we have attached, goes further by calling for an ex- 
emption for public employees responsible for the public’s safety 
and welfare. 

Mr. Chairman, thank you for this opportunity to express the con- 
cerns of the Government Finance Officers Association. 

[The prepared statement and attachments follow:] 


STATEMENT OF MELVIN W. JONES, DIRECTOR OF FINANCE AND REVENUE, DISTRICT OF 
CoLUMBIA, REPRESENTING GOVERNMENT FINANCE OFFICERS ASSOCIATION 


Mr. Chairman and Members of the Committee, I am Melvin W. Jones, Director of 
Finance and Revenue for the District of Columbia. I am testifying on behalf of the 
Government Finance Officers Association (GFOA) as a member of its Executive 
Board. The association represents more than 9,000 finance officers from municipal, 
county, and state governments, as well as, from school districts, special] districts, 
and public retirement systems. 

We appreciate this opportunity to present the views of state and local government 
finance officers on the recordkeeping requirements that must be adhered to in de- 
termining the taxation on employer-provided vehicles. It is our view that both the 
law and the IRS regulations ignore the unique responsibilities of state and local gov- 
ernment and burden them with overly restrictive and costly rules. 

The controversy over the recordkeeping requirements is not a recent develop- 
ment. Congress, in 1975, first directed the U.S. Treasury to issue regulations to 
govern the taxation of nonstatutory fringe benefits (those benefits that do not enjoy 
a statutory exclusion from taxation in the Internal Revenue Code). The regulations 
drew wide criticism and were withdrawn. Congress’ reaction was to enact a morato- 
rium on the issuance of regulations until a study of the issue could be completed. 
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re moratorium was extended repeatedly and finally expired on December 31, 

On October 24, 1984, the Internal Revenue Service released the first of a two-part 
set of temporary regulations concerning the taxation of non-cash fringe benefits. 
Part one sets out recordkeeping requirements when employer-provided equipment is 
used for personal purposes. Part two provides guidance for withholding of income 
and employment taxes. The first set of regulations is basically of interest to the pri- 
vate sector as state and local governments, being tax-exempt entities, do not utilize 
accelerated depreciation or investment tax credits. However, the recordkeeping re- 
quirements apply to state and local governments in that they must verify personal 
use for withholding purposes as stipulated in the second set of regulations issued on 
January 7, 1985. These regulations clearly state that the value of personal use is 
subject to social security, employment and income taxes. 

Both sets of regulations have met with resistance from the private and public sec- 
tors. The major objections raised by state and local governments are the onerous 
and costly method of record maintenance proposed by the regulations and the inclu- 
sion of public safety and service vehicles under the regulations. In response to these 
comments, the Treasury Department withdrew the regulations and issued tempo- 
rary regulations on February 20, 1985 that relax the recordkeeping requirements, 
but do not provide a remedy. These regulations adversely affect states and localities 
because: 

Public safety and service personnel who take vehicles home to meet 24-hour emer- 
gencies will be required to pay additional] taxes. These employees are required to 
take vehicles home in order to respond quickly when emergencies and other public 
needs arise. For example, police in many jurisdictions are required to drive their 
vehicles home after their shift, because most experts agree that “visibility” is a key 
part of any crime prevention program and the officer must be able to respond to 
emergencies around-the-clock. Additionally, this practice eliminates the need and 
reduces the cost of providing secured parking facilities for vehicles not in use. At- 
tached are examples from across the country of administrative problems these regu- 
lations cause. 

Personnel costs will automatically increase because the value of the personal use 
is added to the compensation level of affected employees. State and local govern- 
ments will incur higher employment taxes, pension costs, and other benefit costs 
that are tied to compensation. Private sector employers will be able to offset these 
additional costs by reducing their tax liability because a percentage of these costs 
are deductible business expenses. 

Legal conflicts will arise where state or local statutes or union-negotiated con- 
tracts set salary levels. Compensation levels are automatically raised by the value of 
the personal use of an employer-provided automobile, without consideration of legal 
salary restrictions or contractual agreements. 

The purchase of public vehicle is not ‘“‘tax-motivated,”’ because governments are 
tax-exempt entities. Governments do not use depreciation or investment tax credits 
to reduce their tax liability. The need for corrective measures to circumvent abuses 
is therefore misdirected and unnecessary. 

These regulations have a significant fiscal impact on state and local governments 
that should be analyzed by the Congressional Budget Office (CBO). P.L. 97-108 (the 
“State and Local Government Cost Estimate Act of 1981”) requires the CBO to com- 
pile a fiscal analysis for pending legislation reported out of congressional committee 
that imposes increased costs of $200 million or more on state and local governments. 
The GFOA believes these regulations will meet this level in the aggregate. 

State and local governments should be exempted from the IRS regulations be- 
cause of the costly method of record maintenance required by the regulations, the 
increased employment tax payments and the inclusion of public moaned and service 
vehicles under the regulations. These increased costs have not been budgeted and 
put considerable financial pressure on states and localities at a time when they are 
facing major cuts in federal aid. State and local governments are left with the 
choice of either absorbing the increased costs imposed by the regulations or cutting 
services. 

It is for these reasons we support H.R. 773, Mr. Anthony’s (D-Ark.) bill that would 
exclude law enforcement, fire protection, and emergency medical vehicles from the 
taxation requirements. The GFOA policy (which is attached) goes further by calling 
for an exemption for public employees responsible for the public’s safety and wel- 
fare. 

Mr. Chairman thank you for this opportunity to express our concerns. I am avail- 
able to answer your questions. 
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GOVERNMENT FINANCE OrFIcers ASSOCIATION PoLicy STATEMENT—TAX REGULATIONS 
ON EMPLOYER-PROVIDED VEHICLES 


The Government Finance Officers Association believes that state and local gov- 
ernments should not be subject to the Internal Revenue Service regulations that re- 
quire that the value of an employer-provided vehicle be included in the compensa- 
tion of their employees. These regulations create onerous and costly administrative 
recordkeeping requirements, as well as mandate increased employment taxes and 
pension and benefit costs for state and local governments without regard to the 
unique nature of governmental responsibilities. The regulations ignore the follow- 


ing: 

In many jurisdictions it is necessary for government officials, safety officers, and 
public service employees to be on-call twenty-four hours a day. A take-home vehicle 
allows these individuals to respond immediately to emergency situations. Addition- 
ally, police officers are required or encouraged to use marked vehicles on off/duty 
hours as a crime prevention technique. 

Most state and local government salaries are set by statute or union-negotiated 
contract. an employee with the personal use of an employer-provided auto- 
mobile has the effect of raising compensation without considering legal restrictions 
or contractual agreements. 

A major difference in employment taxes between the private and public sectors is 
that these taxes are a deductible expense for businesses, but not for state or local 
government. Therefore, the 85 percent of state and local government that partici- 
pate in social security must pay the total cost of the increase in employment taxes 
unlike the private sector that can reduce their liability through tax deductions. 
Moreover, pension, life insurance premiums and other employment benefits that are 
calculated as a percentage of salary will be increased. 

Many jurisdictions require e mpayees to commute in government vehicles for the 
convenience of the employer and limit the use of such vehicles to official purposes. 
This ment eliminates the costs of providing a secured parking area and 
allows for efficient dispatch of field representatives to site locations. 

State and local government decisions on the purchase and use of employer-provid- 
ed automobiles are not “‘tax-motivated” as they are in the private sector. Therefore, 
there is no opportunity for abuse and no need for corrective action. 

The GFOA therefore concludes that state and local governments must be exempt- 
ed from these overly restrictive regulations. 
fe 19st) Government Finance Officers Association Executive Board, February 


F MOBILE, 
Mobile, AL Fe pala 14, 1985. 
Mr. Roscoe L. EcceEr, Jr., 
Commissioner, Internal Revenue Service, 
Washington, DC. 

DEAR COMMISSIONER EGGER: Let me bring to aged attention a matter of great and 
immediate concern to my oy a concern clearly shared by other governmental ju- 
risdictions across the country. 

Recently the Internal Revenue Service published two sets of rules, one governing 
tax deductions for the use of personal vehicles for business purposes and the other 
setting forth record keeping and tax withholding requirements for employers whose 
sa eee ‘aa personal] use of company vehicles. (Reference Federal Register Doc. 

You have doubtless heard much about the first set of rules, but probably not as 
much about the latter, or their practical impact on Mobile, which I serve both as 
Major and as Commissioner of Public Works. 

As a taxpayer, I applaud the intent of your efforts to strengthen adherence to our 
tax laws regarding e benefits. As a public official, I find unfair and unjust the 
indiscriminate application of your rules to public service and public safety employ- 
ees who, as a matter of municipal policy, take home specially equipped: vehicles 
after work so that they can be in a position to respond more quickly to any emer- 
gency or other situation demanding immediate attention. The so-called personal use 
of municipal vehicles in most cases is an added responsibility, not a fringe benefit. 

The American Public Works Association, which I serve by chairing its Committee 
on Intergovernmental Relations, has worked with the National League of Cities and 
other local governmental associations to produce the enclosed fact sheet. An infor- 
mal working group will be bolstering this statement. I cannot believe that the Con- 
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gress or your agency intended the consequences to cities and their public service 
and public safety employees that result from sections 61 and 132 of your rules. 

I respectfully urge your immediate attention to this matter, and await your reply. 
For further information regarding the impact of your rules on our communities and 
public agencies, I refer you to Mr. Charles Byrley, Director of APWA’s Washington 
Office at 202/393-2792. 

Thank you for your attention. 

Yours sincerely, 
LAMBERT C. Mis. 
Mayor and Public Works Commissioner. 


Enclosure. 


PORTLAND WATER DIsTRICT, 
Portland, ME, January 18, 1984. 
Ms. CATHIE G. EITELBERG, 
Senior Legislative Associate, 
Government Finance Officers Association, Washington, DC. 

Dear Ms. EIrELBERG: I sincerely thank you for sending to me the IRS regulations 
of January 7, 1985. I am enclosing herewith a publication by the Associated General 
Contractors which interprets those proposed regulations and makes some interest- 
ing comments. I thought this might be helpful to you. 

Our concerns are similar to those of the AGC. It is wasteful, unnecessary, and 
burdensome to require that a log of use he kept on any vehicle which is never used 
for commuting and is, in fact, domiciled every night at the business location. For 
example, a meter service man’s van is always par ed at the shop at night and the 
daily log of mileage would be repetitive throughout the year: “Meter and Customer 
Service calls.’’ Multiply this example by thousands and the wasted time and cost 
throughout the country will be enormous. It only seems reasonable that the IRS 
should be interested that logs be kept only for those vehicles which are used in com- 
muting. 

The second major objection to the regulations are as follows: It is essential to the 
proper maintenance of the life-supporting water and wastewater systems in the ten 
municipalities of Greater Portland that we serve that a qualified employee always 
be available to respond immediately to emergency calls during non-business hours. 
Such employees are usually assigned for one week out 4, 5, or 6, and prias d his on- 
call week, he literally lives with his radio-equipped vehicle nearby to afford prompt 
response at any time. To charge that employee for the mileage in commuting that 
week to and from his residence or to include such value in his earnings on which he 
would pay added payroll taxes is ridiculous and increases the pressure and tension 
in em ates a relations, even though it is understood that such is re- 
qui the é | 

I would hope that GFOA can put together some comments which the IRS is 
asking for by March 8, 1985. 

Cordially, 
RICHARD G. SMALL, Treasurer. 


Your SEATTLE DEPARTMENT OF ADMINISTRATIVE SERVICES, 
Seattle, WA, February 20, 1985. 


Ms. LAURIE MICCICHE, 
National of Cities, 
Washington, DC. 

Dear Ms. MICCICHE: I am happy to provide you with materials on the City of Seat- 
tle’s take home vehicle policy for your use in testimony before the House Ways and 
Means Committee. We believe that your effort to secure an exemption from these 
new IRS rules for municipal governmental bodies is in the public interest. 

The City of Seattle does not allow overnight use of vehicles for the purpose of em- 
ployee compensation. Such use is allowed ee enable certain employees to re- 
spond to emergencies or when the cost to the City of providing a service is reduced 
by allowing an employee the overnight use of a vehicle. Except for commuting no 
personal use of such a City car is allowed. 

The City Council has directed that the Department of Administrative Services es- 
tablish a threshold level of response to emergency and/or nonemergency call-outs 
after rhs epi hours. Employees in positions which do not meet this threshold level 
cannot be assigned cars for continous overnight use. Vehicle i records of em- 
ployees assigned take-home cars must be reviewed annually to sure that the 
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threshold levels are being met, and a new request for authorization must then be 

made by the appropriate department head. These requests are reviewed by the Di- 

rector of Administrative Services as well as by staff from the Mayor’s Office of Man- 

see and Budget. The requests must then be approved each year by the City 
uncil. 

In 1985, authorization to use overnight vehicles has been requested for 106 posi- 
tions. They include Police and Fire Department personnel and utility employees 
who must respond to electrical, water and traffic emergencies. It is the City’s policy 
and intent that these vehicles are provided solely to enable these employees to con- 
duct City business in the most efficient possible manner. The use of these vehicles 
by employees to commute to work in an unavoidable by-product of this policy. We 
do not believe that more detailed recordkeeping by these employees is necessary to 
serve the public interest. Nor do we believe that the use of such vehicles should be 
considered as employee compensation. 

I hope that A accompanying documents are helpful to you in your presentation. 

| incerely, 

GEORGE PERNSTEINER, Director. 

-Mr. RANGEL. Mr. Duncan. 

Mr. Duncan. I have no particular questions other than to thank 
the panel. I think I understand the unique problem you face, and I 
am hopeful we will be able to do something for you. 

Thank you, Mr. Chairman. 

Mr. RANGEL. Mr. Stark. 

Mr. Srark. Nothing, Mr. Chairman, except to thank the panel- 
ists, and wonder where that coward Pearlman went. He is the 
cause of the suffering of all these poor people. He was here this 
ee when we started and he did not want to stick around to 
the end. 

I heard very clearly the pleadings of the gentlemen of this panel, 
and I truly hope we can do something to help them with the regu- 
lations. 

Thank you. 

Mr. RANGEL. I thank the panelists for their patience. Clearly the 
committee members have indicated their sympathetic understand- 
ing of the plight that has been created, and I think all of you can 
rest assured that adjustments will be made. Thank you for your 
contfibution and in assisting us in doing just that. | 

The committee stands adjourned, subject to the call of the Chair. 

[Whereupon, at 4:48 p.m., the hearing was adjourned. ] 

[Submissions for the record follow:] 

U.S. SMALL BusINEess ADMINISTRATION, 
Washington, DC, March 8, 1985. 
Hon. Dan RostTENKOWSEI, 


grils House Ways and Means Committee, House of Representatives, Washing- 
ton, : 

Dear Mr. CHarrMan: The Chief Counsel for Advocacy of the Small Business Ad- 
ministration is authorized by P.L. 94-305 (15 USC 634) to represent the views of 
small business before agencies of the Federal government and before the Congress. 
In that capacity, I am submitting this letter on the “adequate and contemporaneous 
record” provision of the 1984 Deficit Reduction Act. I am pleased that the Ways and 
Means Committee is responding to the business community’s growing concern about 
the implementation of the “auto log” requirement by the Internal Revenue Service. 

The IRS has responded to the public outcry over the new recordkeeping require- 
ments for business vehicles by substantially revising the original regulation. The 
new version is an improvement over its predecessor. However, I do not believe it is 
sufficient improvement. Among the many small business groups that I work with, 
the IRS has managed to generate a degree of consensus that is rarely seen: everyone 
dislikes the ‘‘auto log.” 
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OVERVIEW 


The requirement that vehicles must be used for a business purpose in order to 
ualify for an investment tax credit and for depreciation deductions is not at issue. 
e ap nt method that has been imposed by the IRS on business owners to docu- 
ment these claims, however, has changed dramatically. The Joint Committee on 
Taxation has estimated that these new recordkeeping procedures will result in reve- 
nues of $150 million in 1985. Estimates from the National Federation of Independ- 
ent Business are that these requirements will im recordkeeping costs of $1000 
on 3 million businesses for a total cost of $3 billion. Such small revenues hardly 
warrant such massive expenditures. 

The recordkeeping requirements are only one facet of the regulations which 
should be examined. Like the regulation currently in effect, the proposed rule is un- 
n ily confusing and the cumulative effect of the rule and the proposed change 
is particularly detrimental to the small business community. In this letter I will 
focus on two topics, the inadequate rulemaking procedures followed by the IRS in 
peomeane these rules and the failure of the IRS to explain the new rules to 
those who are being regulated. 


INADEQUATE PROCEDURES IN DEVELOPING THE RULE 


The IRS has stated that this rule is exempt from the economic analysis provisions 
of Executive Order 12291 and from the small business analysis requirements of the 
Regulatory Flexibility Act of 1980 (5 U.S.C. 602 et seg.) The only estimation of the 
eee impacts of these rules is the burden estimation and clearance processes 
mandated by the Paperwork Reduction Act of 1980 (44 U.S.C. 3502(3)). This Act re- 
quires that the time, effort and financial resources expended by persons to provide 
information to a Federal agency must be estimated and that the collection of this 
information must be approved by the Office of Management and Budget. The factors 
that were used to estimate the burdens associated with the “auto log’”’ requirement 
underestimated the real burdens that businesses will incur. The factors that IRS 
used were who must comply, how frequently compliance would occur and the time 
actually required to make specific entries. The IRS failed to account for all of the 
incurred costs and was erroneous in assessing the costs that were considered. 

In examining the frequency with which compliance would occur, the IRS estimat- 
ed that it would occur 270 times per year, based on the “hunch” that, once a day for 
five out of seven days, the respondent would make an entry. The original regula- 
tion, however, imposed a rigorous requirement that an entry be made virtually 
every time the ignition was started. While the revised regulation does not seem to 
require this, the necessity to allocate use among employees or to demonstrate busi- 
ness use in the first place will clearly require more than one entry per day. 

This is at odds with the figure of 270 entries per year, because it assumes that 
there is only one business use of the vehicle per day. 

The IRS, without explanation or documentation, asserted that each entry took .05 
hours to make. The IRS then incorrectly calculated .05 hours to be one minute per 
entry when, in fact, the correct calculation is three minutes. This miscalculation 
was repeated every time the IRS revised its burden estimate, which means that the 
current burden estimate for the revised regulation should be tripled. Obviously the 
clearance process associated with the approval of the ‘‘auto log’ requirement shows 
some weaknesses that should be corrected. The fact that such a simple calculation is 
wrong by a factor of three calls into question the entire burden estimation process. 

However, the room for error in analysis is compounded because paperwork bur- 
dens include much more than counting the minutes required to record that the ve- 
hicle was used for business purposes. The burden includes, among other things, the 
time and expense of learning of and understanding the sp heediowat bee consulting 
with an accountant or, worse, trying to read and understand t lations; setting 
up and testing the system adopted to meet the requirements, including some kind of 
log, and instructing employees on its proper use; making the entries; compiling the 
records and incorporating them into the business’ accounting procedures; making 
appropriate allocations of non-business use to employees as fringe benefits; and stor- 
ing the records for the required time periods. These are some of the things that con- 
stitute the real burden. The business representatives who testified before the Com- 
mittee documented these costs quite well. 


NEED FOR CLEARER GUIDANCE 


The regulation is also troubling because it is difficult for the average small busin- 
essperson to understand. Although the rule states that it replaces the original regu- 
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lation, continual reference must be made to the original rule in order to adequately 
understand the proposal. The rule is replete with formulations and calculations for 
numerous different types of uses and is unclear about what should be recorded, es- 
pecially if a vehicle is used by different sea Soa yi for different pu ; 

Although a “safe harbor” has been created for persons who spend most of their 
normal business day using a vehicle, definitions of who qualifies and what is a 
normal business day are unclear. The 70:30 or the 80:20 safe harbor may be inad- 
equate to reflect the actual use of a vehicle. In the case of salespersons, for example, 
the Chamber of Commerce has estimated that their actual business use of a vehicle 
may be closer to 90 percent. Employers and employees are left with a dilemma. 
They can claim 70 percent business use and report the 30 percent as income to the 
employee or nei can keep extensive records to show that the business use of the 
vehicle exceed 70 percent or 80 A sottgciog Either way, costs can be significant. 

Additional problems occur if there are several employees who use the vehicle 
during the year. Extensive records will have to be maintained in order to distribute 
the 30 percent imputed income when the 70:30 safe harbor is elected. The account- 
ing community has told this Committee how elaborate the recordkeeping problems 
are going to be for businesses that must maintain such records. The regulations and 
instructions fail to address such situations. 

What most small businesses will likely do is opt for the safe harbor of 70 percent 
or 80 percent depreciation, thereby eliminating any problems with compliance. Such 
a choice, however, may cause them to pass on extra, unrealized income to their em- 
ployees and create burdensome ways to impute that income. The continued success 
of small business is essential to the continued growth and stability of the economy. 
Regulations, such as these, that significantly and adversely affect small business 
can ony serve to undermine the economic contribution of this important sector. 

ery truly yours, 


FRANK S. Swaln, 
Chief Counsel for Advocacy. 





AMERICAN ASSOCIATION OF COMMUNITY & JUNIOR COLLEGES, 
_ Washington, DC, March 5, 1985. 
Mr. JosePH K. DowLey, 
Chief ee Committee on Ways and Means, House of Representatives, Washing- 
ton, . 

Dear Mr. Dowtey: On behalf of the American Association of Community and 
Junior Colleges, representing more than 1200 colleges nationwide, we would like to 
express concerns with the proposed regulations on taxation of fringe benefits in the 
saan 7 and February 20 Federal Register. . 

The National Association of College and University Business Officers has gone on 
record with you regarding specific suggestions which we support. 

Simplification of recordkeeping is imperative and the establishment of standard 
deductions is the only approach which makes sense where ridiculous recordkeeping 
and auditing are involved. . 

A garbage can of regulation creates a garbage can of senseless recordkeeping. 

Please be sensitive to-the very strong concerns being expressed nationwide and 
the need for simplicity both from organizational and individual standpoints. 

Sincerely, 
BERNARD J. LUSKIN, 
Executive Vice President. 


AMERICAN DENTAL ASSOCIATION, 
Washington, DC, March 7, 1985. 
Hon. DAN RostENKOWSEI, 
Chairman, Committee on Ways and Means, Washington, DC. 

Dear Mr. CHAIRMAN: The American Dental Association appreciates this opportu- 
nity to present its views on H.R. 600, H.R. 531 and the numerous other bills, with 
over congressional sponsors, to repeal or modify recent Internal Revenue Serv- 
ice regulations that mandate “contemporaneous recordkeeping” of the business and 
personal use of automobiles and certain other types of property and activities. 

We commend you for conducting these hearings. The testimony and discussion 
you receive should be helpful in gathering information on the need for escalating 
present compliance standards on the deductibility of such expenses versus the addi- 
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tional administrative and recordkeeping burden placed on individual and small 
business taxpayers. 

There are many dentists doubtedly ed substantially in hospital practice or with more 
than one office who undou y will be affected in an adverse manner by this un- 
necessary and burdensome “contemporaneous recordkeeping” regulation on the 
business and personal use of automobiles and certain other listed property and ac- 
tivities, including travel, entertainment and recreation. 

Even though this p proposal was recently modified by the IRS, it has not materially 
changed the potential burdens of the regulation. We would therefore recommend 
that legislation, such as H.R. 531, be adopted to repeal the recently enacted Section 
17%(b) of the Deficit Reduction Act and proposed regulation, and that the origi- 
nal standard of compliance of Section 274(d) of the Code on recordkeeping substan- 
tiation of such expense be restored. 

This prior standard of substantiation would seem to be adequate to distinguish 
between taxpayers’ personal and business use of automobiles and certain other 
property. While not requiring daily - and additional paperwork as set forth by 
the newly prep regulation, it woul uire “adequate records or sufficient evi- 
dence” such as customers serviced or records of patients visited. It seems to our As- 
sociation that these standards are sufficient for the IRS to evaluate business and 
personal use of automobiles and other property. 

In conclusion, on behalf of the association, it is respectfully urged that you and 
your colleagues adopt H.R. 600, H.R. 531 or other similar legislation. We look for- 
ward to working with you and your colleagues to develop a reasonable and workable 
alternative to this burdensome and unnecessary IRS regulation. 


Sincerely, 
Jack S. Oprnsxy, D.DS., 
Chairman, Council on Legislation. 





STATEMENT OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 


The American Institute of Certified Public Accountants is extremely troubled 
with and requests the re of Code Sec. 6695(b) as amended by the Deficit Reduc- 
tion Act of 1984 (P.L. 98-369). The section provides: 

(b) Failure to Inform Taxpayers of Certain Recordkeeping Requirements or To 
Sign Return.—Any person who is an income tax return preparer with res to any 
pends or claim for refund and who is required by regulations to sign such return or 
claim— 

(1) shall advise the taxpayer of the substantiation requirements of section 274(d) 
and obtain written confirmation from the ae that such requirements were 
ar a asa to any deduction or credit c ed on such return or claim for 
re an 

(2) shall sign such return or claim for refund. Any person who fails to comply 
with the requirements of the preceding sentence with respect to any return or claim 
shall pay a penalty of $25 for such failure, unless it is shown that such failure is 
due to reasonable cause and not to willful neglect. 

We share the concern of Congress that some taxpayers are taking business deduc- 
tions for what are essentially y personal expenditures. We are concerned, however, 
that the “written confirmation’ requirement and related penalty will cause taxpay- 
ers to perceive CPAs as “quasi-IRS agents” rather than the taxpayer advocates that 
they are. We believe that this requirement infringes on an activity that is more ap- 
propriately the role of the IRS and that the preparer’s responsibility should extend, 
as under prior law, only to the requirement to inquire as to the existence of the 
records required to take the deduction. 

The reasons for our opposition to the “written confirmation” requirement can be 
ee as follows: 

uirement changes the basic relationships among the taxpayers, the pre- 
sacra the IRS. 

The requirement is inequitable, in that it impacts oly those who use return pre- 


parers 

“Written confirmation” will not prevent cheaters from maintaining false records. 

The requirement is irritating to taxpayers and does not promote self-compliance— 
the actual intent of the law. 

If Congress wants to insure that taxpayers are complying with the substantiation 
requirements of section 274(d) it could be achieved in a much less intrusive way by 
tee the public know that there will be increased audit efforts in the problem 

y the IRS. This was the successful approach used in dealing with “office in 
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home” deductions, where abuse situations developed as people tried to take business 
deductions for personal expenditures. 

provision is the only place where “written confirmation” of tax return items 
is required, other than the general preparer declaration that the return is true, cor- 
rect, and complete based on all information of which the preparer has any knowl- 
edge. If “written confirmation” is essential, it should be required of all taxpayers 
directly to the IRS. This could be accomplished by placing direct questions or a sepa- 
rate form in tax returns where taxpayers claiming such deductions would be re- 
quired to state, under penalties of perjury, that the required records have been 
properly maintained. 

As CPAs, we believe that our clients comply to a very degree whith the tax law. 
We do support efforts to improve compliance by the taxpaying public in general. 
However, we believe that the “written confirmation” requirement of Code Sec. 
6695(b) and related penalty is unnecessary and undesirable for the tax system and 
we again call for its repeal. We would be "happy to provide any additional informa- 
tion which might be helpful in this matte 





STATEMENT OF THE AMERICAN PuBLic Power ASSOCIATION 


The American Public Power Association (‘“APPA”) submits the following state- 
ment on the issue of taxation of government-owned vehicles provided to public em- 
ployees who perform critical services during non-business hours. APPA is the na- 
tional service organization representing more than 1,750 local publicly owned elec- 
tric utilities nationwide. 

Pursuant to the Tax Reform Act of 1984, the Internal Revenue Service (IRS) 
issued regulations requiring public and private employees, who take employer-pro- 
vided vehicles home to do work during non-business hours, to include a portion of . 
the lease value of those vehicles as income in calculating their federal income tax 
obligation. On February 20, 1985, the IRS released revised regulations which liberal- 
ize recordkeeping requirements and reduce the imputed income of vehicles used for 
commuting. 

APPA’s Legislative and Resolution’s Committee recently adopted the attached 
resolution setting forth its views on this issue. In addition, many general mangers of 
municipally owned utilities have expressed their strong opposition to this provision 
. in the Act and its implementation by the IRS. A sample of their comments also is 
attached to this statement. 

Municipal utility a loyees used government-owned vehicles during non-business 
hour to perform the following essential public services. 

Repair and maintain facilities used in providing electricity, water, gas and sewage 
treatment. 

Restore service to hospitals or residences, or remove dangerous objects such as 
fallen power lines; 

Provide assistance needed so police, fire and ambulance crews can then handle 
emergency situations; and 

Respond to electric contact accidents involving utility employees or the public. 

Without immediate access to utility vehicles, the delays could cause serious 
to the public safety and welfare. And, for this very reason, many utility as ha 
are required to take vehicles home to have them at their immediate dis 

If the value of these vehicles remains taxable income, it will impose an onerous 
and unjust burden on municipal electric utilit ty employees. These employees are al- 
ready inconvenienced by ee to be “‘on call’ 24 hours a day, 7 days a week. Their 
salaries and benefits only partially compensate them for this inconvenience. Also, 
they gain no significant pereonal. use from these vehicles and, thus, this could 
hardly be considered a “fringe benefit’’ that should be taxed. The revised IRS regu 
lations provide no relief, including those reducing the imputed value of eehicles 
used for commuting if utility employees can, in fact, take advantage of this particu- 
lar provision. 

In addition, the IRS regulations may require them to keep detailed unnecessary 
records of their vehicle use. The revised rules liberaliziang these requirements, 
again, do not provide an appreciable assistance. 

For these reason, the American Public Power Association urges the Members of 
the House Committee on Ways and Means to give quick approval to legislation such 
as H.R. 600, the ‘Taxpayer Relief Act of 1985,’’ which would rescind the IRS’ au- 
thority to tax the value of these vehicles. Alternatively, APPA recommends the 
committee amend H.R. 773 to explicitly include government-owned vehicles provid- 
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ed to municipal utility employees within the definition of “qualified public vehicle’”’ 
as set forth in pro Sec. 132(6XBXixXID. 
Thank you for this opportunity to present our views. 


[Attachment] 


TAXATION OF EMPLOYER-PROVIDED VEHICLES Usep To PERFORM ESSENTIAL PUBLIC 
SERVICES 


Whereas, many municipally owned utilities require essential employees to take 

utility-provided vehicles home; and 

ereas, utility employees use these vehicles during non-business hours to re- 
spond promptly to the maintenance and repair of facilities used in the provision of 
essential public services such as electricity, water, gas, and sewage treatment; and 

Whereas, the Internal Revenue Service (IRS) has adopted temporary regulations 
pursuant to the Tax Reform Act of 1984 requiring such employees to treat the lease 
value of these vehicles as a fringe benefit subject to federal taxation; and 

Whereas, the IRS also has initiated a rulemaking procedure to make such regula- 
tions permanent; and 

Whereas, these regulations will impede the performance of essential public serv- 
ices and impose unreasonable recordkeeping aera and unnecessary tax bur- 
dens on these essential public employees; now, therefore, 

Be it resolved, That the American Public Pons Association urges the Congress to 
enact legislation such as H.R. 600, the “Taxpayers Relief Act of 1985,” to repeal this 
requirement or, at a minimum, exempt employees who take employer-provided vehi- 
cles home to perform essential public services from having to include the value of 
such vehicles in calculating their federal income tax obligation, and 

Be it further resolved, That until such an exemption is enacted, the IRS should 
adopt regulations minimizing the recordkeeping burden on public employees. 

Adopted by the Legislative and Resolutions Committee of the American Public 
Power Association February 27, 1985, in Washington, D.C 





[Attachment] 


MUNICIPAL LIGHT & WATER, 
BOARD OF PUBLIC WORKS, 
North Platte, NE, January 24, 1985. 


Mr. PAut Fry, 
American Public Power Association, Washington, DC. 


Dear Mr. Fry: Municipal Light and Water, City of North Platte has five Supervi- 
sory positions that it is required they have the Company vehicles at home to facili- 
tate quick response and access to the mobile radio during emergencies. These people 
are on a monthly salary and on 24 hour call. It really doesn’t seem proper to tax as 
a fringe benefit the commuting to the general office. Can you help us with an appro- 
priate I.R.S. ruling on this. 

Additionally we require one electric and one water person to be on call each night 
and weekends. Naturally a vehicle with mobile radio is assigned and the employee 
required to have it at home. No personal use, other than commuting to the general 
office, is allowed as is the case with the supervisors. It seems that an exemption is 
in order in this situation. Please respond with how the picture looks to you. 

sae poiere send a copy of the regulations. 
ery truly yours, 
JOHN F. Cox, Manager. 


[Attachment] 
TENNESSEE VALLEY PUBLIC POWER ASSOCIATI 
Chattanooga, TN, Tania 31, "7985. 
Attention: CC: LR: T (LR-216-84). 
Re Proposed and Temporary Internal Revenue Service Regulations On Taxation of 
Fringe Benefits, Filed January 2, 1985 

COMMISSIONER OF INTERNAL REVENUE, 
Washington, DC 

DEAR COMMISSIONER: The Tennessee Valley Public Power Association (“TVPPA’’) 
is an association representing the interests of 160 rural electric cooperatives and 
municipally-owned electric utilities which distribute power in the Tennessee Valley 
region to more then seven million citizens. 
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We are submitting the following comments in connection with the Temporary 
Regulations, (LR-216-84), T.D. 8004, issued by the Internal Revenue Service on the 
taxation of fringe benefits. These comments deal specifically with provisions of the 
temporary regulations regarding employer-provided automobiles. 

The member utilities represented by TVPPA are without exception organized as 
nonprofit entities, either exempt from taxation under Internal Revenue Code Sec- 
tion 501(cX12) or non-taxable as a unit of local government, to provide electric power 
to their communities at the lowest possible cost. As nonprofit and non-taxable enti- 
ties, the member utilities have no economic need for and cannot use the investment 
tax credits or depreciation associated with items such as employer-provided automo- 
biles. Utility-provided vehicles are available to employees of the utilities only to 
assist them in the quick and efficient performance of their duties in responding to 
emergency situations and to reduce cost for utilities. 

The temporary regulations issued regarding employer-provided automobiles are 
not only economically burdensome for the utilities in terms of record keeping, but 
expensive to the ratepayers being served by the utilities. Many of the vehicles used 
by the utility employees are service vehicles of varying natures which are used to 
respond to power outages and make emergency repairs. Employees are required to 
take these vehicles home so that the utility may respond to a critical situation in a 
minimum of time. Storing the vehicles at a central location is not practical or eco- 
nomically feasible for many member utilities of TVPPA since such utilities service 
expansive rural areas. Utilities reduce costs by not having to store these vehicles in 
a central location as well as reduce the incidents of vandalism to such vehicles. In 
the rural areas, the utility employee responding to an emergency situation is often 
at least thirty minutes away from the utility headquarters. Storage of these vehicles 
at a central location would require an employee to make a trip from his home to the 
utility headquarters to pick up the vehicle and then proceed to the site of the emer- 
gency, increasing response time to power outages in emergency situations by at 
least an hour, most probably more. Hospitals are an example of an institution that 
depends on utilities to restore power as quickly as possible, particularly in rural 
areas where one hospital may service many communities. Also, in time of extreme 
cold, electric power needs to be restored as quickly as possible since it is the pri- 
mary heat source for many families. 

Since these utilities do not have the tax advantages of investment tax credits and 
depreciation associated with the employer-provided vehicles, the extra expense in- 
volved in complying with these provisions of the Temporary Regulations as neither 

reasonable nor justified particularly since such expense must necessarily be passed 
directly to the consumer in the form of higher rates. Also, since the utility employ- 
ees are given no choice of whether they will take such utility vehicles home and 
since generally such utility-provided vehicles are not suitable for personal use, no 
real benefit is gained by the utility employee in the use of such vehicles. Conse- 
quently, the requirement that the value of such vehicles be included in the gross 
income of the employees is inequitable and unreasonable. The result is that the em- 
ployee is taxed on the value of something that he has neither had the benefit of nor 
has received; and although the employee receives some benefit from commuting in 
the vehicle, no doubt most employees would prefer to drive their own vehicles 
rather than be burdened with a utility vehicle. 

In order that the utilities represented by the TVPPA can continue to supply rea- 
sonable priced and reliable electric power to the consumers in the Tennessee Valley, 
it is requested that before final regulations on the taxation of fringe benefits are 
issued, a provision be including exempting utilities owned by state or local govern- 
ment or their board or agencies and electric cooperatives and their employees from 
the provisions regarding employer-provided automobiles. 

We would appreciate your help in resolving this important and serious problem 
facing the utilities and electric cooperatives represented by the TVPPA. 

Please direct all information, notices and questions on this matter to the under- 
signed at the above address. 

Very truly yours, 
JERRY L. CAMPBELL, 
Executive Director. 
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[Attachment] 
Pusuic Utirry Disrricr No. 1 or FRANKLIN CoUNTY 
Pasco, WA, February 19, 1985. 
Mr. PAuL Fry, 
American Public Power Association, Washington, DC. 

DEAR Mr. Fry: I request that APPA file a comment as to an exemption for the 
use of District vehicles for emergencies. Certain employees of the District perform 
“standby” duty after normal working hours including Saturdays, Sundays and holi- 
days. These employees receive all calls from an answering service. 

These employees take home (only when on standby) a District vehicle equipped 
with a two-way radio for the following reasons: 

1. To be able to go directly to a site reported to have downed wires. 

2. To give assistance in dispatching in time of trouble. 

3. To respond immediately to electrical contact accidents, either District employee 
or general public. 

4. To investigate and take pictures of accidents involving District’s equipment 
(poles, transformers, fences, etc.) 

5. The vehicles are equipped with etnergency equipment, first aid kits, bolt cut- 
ters, flares, four-way flashers, fire extinguish ers, etc., for emergency situations. 

District’s policy is that the vehicle is for District use only; not personal use at any 
time. 

It is imperative that the standby person be able to respond directly to the scene 
with a properly equipped vehicle. In the case of downed lines and other electrical 
hazard situations—protection of the public’s safety can best be accomplished by the 
employee reporting directly to the scene rather than waste time driving a personal 
ae to headquarters to pick up a District vehicle. 

I am asking your help in obtaining an exemption for these vehicles. Also, please 
send a copy of the regulations. 


incerely, 
S. DIANE DOLAN 
Auditor/Comptroller. 
[Attachment] 
Crry or Pato ALTOo, 
Palo Alto, CA, February 1, 1985. 
Mr. PAut Fry, 


American Public Power Association, Washington, DC. 


Dear Mr. Fry: In regard to the Public Power Association article of January 21, 
1985 regarding taxation of employee provided automobiles, I would make the follow- 
ing comments: 

Utilities often require certain employees to drive City vehicles for specific pur- 
poses. I refer to standby conditions where after hours emergency service is provided 
directly to the emergency site from the employee’ s home by means of having appro- 
priate vehicles assigned to those people. This is an extra duty and often only partial- 
ly compensated in terms of salary and benefits and is more often than not an impo- 
sition on the employee’s time. An attempt to tax their use of the vehicle because of 
incidental transportation supplied back and forth to the work station could very 
easily result in their refusing to accept such assignments. This could totally destroy 
the 7 as resulting in a considerable deterioration in the service level properly 
provided. 

It is understandable that there might be reason to tax privileged use of an em- 
ployer provided vehicle, but it is obvious to my mind that the direct assignment as 
part of their work should not bear in this issue. One solution might be to exclude 
from such provisions vehicles that are exempt licensed. Other than that, the IRS 
would have to rely on an employer affidavit stipulating that the use of the vehicle 
was required by job assignment circumstances. We operate four Utilities in Palo 
Alto and supply emergency service for water, gas, electric, and sewer customers. Ob- 
viously, any delay in response, particularly to electrical and gas problems, could be 
life endangering and I would not want to be responsible for any deterioration in our 
_ ability to respond. 

Please add our concerns to any comments you may make and inform us of any 
action that does result. We appreciate your efforts in our behalf. 

Sincerely, 
RICHARD L. YOUNG, 
Utilities Director. 
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STATEMENT OF AMERICAN PuLPpwoop ASSOCIATION, INC. 


The American Pulpwood Association’s (““APA”) members include (1) independent 
logging contractors who harvest pulpwood, the basic raw material for the manufac- 
ture of pulp, paper, and paperboard, and (2) pulp and paper companies. Pulp and 
paper companies are the primary eae of pulpwood and also are engaged in 
the harvesting of pulpwood and the management of forested lands. Both logging 
contractors and mills, therefore, are engaged in forestry and utilize trucks and vans 
under and over 6,000 pounds in their forestry operations. 

Our members support the Salad Sie repeal (as embodied in HR 783, S 260, and 

imi ro legislation) of the portion of Temporary Treasury Regulation 
#1.280 F-6T that requires taxpayers to keep ‘‘adequate contemporaneous records” 
on use of certain listed property. If this portion of the tempo regulations is not 
repealed through Congressional action, we hope the IRS will take into account the 
following information and t an exemption from the recordkeeping requirements 
for trucks, vans, and other listed property used in forestry. 


DEFINITION OF PASSENGER AUTOMOBILE 


The Code defines “passenger automobiles” as all four-wheeled vehicles which (i) 
ee whey manufactured for use on public streets, and highways, and (ii) are 
rated at 6,000 pounds weight or less. #280 F(dX5XA). Because of the relatively 
low gross weight threshold, the definition, therefore, encom ightweight trucks 
and vans. Congress, recognizing that the weight threshold would make vehicles 
which, in fact, are not “passenger” automobiles subject to the limitations of Section 
a ae ila the Secretary to exempt trucks by regulation. See Section 280 

Consistent with the authority of the Secretary and the clear intent of Congress 
that the target of the amendment was luxury nger cars, it is the position of 
APA and its members that trucks and vans in forestry should be exempted by 
regulation from the limitations on investment credit and depreciation found in Sec- 
tion 280 F{a). Our position is predicated upon the fact that a lightweight truck or 
van used in arhielad | is not a “PERK.” Such a vehicle is an aba par necessity for 
both employers and employees. The business conditions which underlie that premise 
are as follows: 

1. Forest roads and trails are not boulevards and highways. They are instead 
primitive, unpaved, unimproved, ed, and, depending upon terrain, steep and/or 
swampy. Forested work sites simply are not accessible by automobile. ee 
upon terrain conditions, it is improbable that any truck used in forestry does not 
have an absolute minimum of at least two of the following: 

A. High road clearance to clear the obstructions common to the forest floor; 

B. Rugged suspension systems to negotiate the harsh operating environment; 

C. Special off-highway tires, for example, mud grip tires, to operate in and on var- 
ious terrains; 

D. Four-wheel drive; 

' E. Special guarding to protect the vehicle (and the operator) against the hazards 
of operating in the forest; 

F. Two-way radios to provide communications from remote areas, particularly 
during emergencies; 

G. Special truck bodies for carrying tools, fuel, lubricants, spare parts for logging 
machinery, chain saws, planting and mechanics tools, and other operational equip- 
ment; 

H. Winches. 

2. Although lightweight trucks are capable of being used on the highway, that ca- 

ility is not a significant consideration in the decision to purchase such vehicles 

y one engaged in forestry. The decision to invest in such a vehicle is predicated 

upon the vehicle’s ability to traverse forest roads and trails inaccessible by a passen- 

ee and survive an environment which would destroy a passenger auto- 
mobile. 

3. Getting to and from forested sites is not comparable to getting to and from an 
office or plant. There is no highway access to timber harvesting work sites, nor are 
there employee parking lots in forests. Independent logging contractors and their 
employees, as well as mills, own and provide employees such vehicles because the 
vehicle is an essential tool in the forestry business. 

4. Frequently, employees keep the vehicle at their homes. The following are a 
number of the reasons why the vehicle must remain with the employee at all times: 

A. To shorten response time in emergency situations. During dry spells, for exam- 
ple, forest fires are an ever-present danger. If access to a suitable vehicle is not im- 
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mediately available (day and night), the increased response time can result in 
damage to capital equipment and increased damage to the forest itself. 

B. To enhance security. Forested areas of the country are rural and off the 
“beaten path.” Given the fact that forestry operations move from site to site, there 
is no such thing as a “convenient” compound where vehicles and equipment can be 
stored. The truck itself serves as a warehouse for expensive replacement parts, for- 
estry equipment, fuels and lubricants. In highly rural areas, the only safe place for 
equipment is generally an inhabited location, that is where the employee resides. 

C. For operational efficiency. Because the truck is a warehouse and given the lack 
of garage sites, it is an essential part of the employee’s job to get the vehicle to the 
forest area where the logging operation is being conducted. 

5. During dry periods, the two things common to all forest floors are dirt and 
dust. During wet periods, forest roads and trails turn to mud. The one thing 
common to all trucks used in forestry is that they become extremely dirty. Realisti- 
cally, these vehicles are totally unsuitable for personal or family use. One simply 
does not take the family to church or go shopping in a woods truck. 

6. Most independent logging contractors are small businessmen whose capital in- 
vestment in the equipment necessary simply to harvest timber is staggering. The 
investment in a truck or van is itself a prime indication that the vehicle is a busi- 
ness necessity. That additional investment would not have been undertaken unless 
the truck or van were essential to the conduct of the business. 

We believe the foregoing fully demonstrates that a lightweight truck or van in 
foresty cannot, even remotely, be considered a “PERK.” Such vehicles are pur- 
chased because of their functional utility in and on logging operations. As previous- 
ly stated, it is the position of APA that the regulations should recognize the unique 
operational conditions which exist in forestry by specifically exempting lightweight 
trucks and vans used in forestry from the definition of “passenger automobile.” 


LISTED PROPERTY 


The recordkeeping requirements, as proposed, are burdensome for both large and 
small businesses. For small businesses, such as independent loggers which generally 
employ five or fewer employees, the requirements become particularly onerous. Fur- 
ther, it is an unfortunate fact that, in the logging business and many other busi- 
nesses conducted in rural areas, a not insignificant number of employees can nei- 
ther road nor write. The situation is improving, but illiteracy is the fact of the day. 
Maintaining contemporaneous logs of day-to-day use under such circumstances 
begins to approach the impossible. The point here is not simply to do away with all 
recordkeeping requirements because a business is small or operates in an area 
where the level of education is significantly below national standards. Rather, the 
point ig to utilize regulatory approaches which exempt taxpayers from the record- 
keeping requirements when, with reasonable certainty, it can be determined that 
business use is likely to account for 100% of total use of the vehicle. 

The regulatory approach of the current temporary regulation essentially says 
“look at the vehicle or property” to determine if the vehicle or property is of a type 
ordinarily unsuitable for personal use. We agree with the utilization of that princi- 
ple. However, we believe it should not be he exclusive principle for a determination 
that “listed property” is unsuitable for personal use. Equally probative of total busi- 
ness use is the business in which the vehicle is utilized. 

We believe that the forest conditions which dictate the use of lightweight vehicles 
or trucks fully demonstrates that the business use of such vehicles will equal 100% 
of the use of such vehicles. If, for forestry vehicles under 6,00 pounds, personal use 
is simply not a reasonable likelihood, personal use of heavier trucks becomes even 
more remote. Further, there is no possibility of commuting use. Even when a heav- 
ier truck is “garaged’’ at an employee’s home overnight, the reasons for doing so are 
similar to those given with respect to lighter vehicles—response time, security, and 
operational efficiency. Frequently pulpwood trucks are parked overnight at an em- 
ployee’s home fully loaded, so that deliveries to a mill or woodyard may begin im- 
mediately the next morning. Management of any capital-intensive business requires 
the most efficient utilization of equipment. 

The urban/suburban concept of commuting simply can not be applied to forestry 
operations. The site may change daily, the terrain does change daily, and there 
simply exists no other access to the forest. In the real world of forestry, and employ- 
ee keeping an employer’s “listed property” at his residence is not commuting to 
work when he gets into the truck in the morning. From the moment the engine 
turns over, that employee is working. 
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We respectfully suggest that the recordkeeping ations, in addition to focus- 
ing upon the vehicle, also focus upon the business utilization of a vehicle as a deter- 
minant of whether or not business use is essentially the exclusive use of the proper- 
ty. The nature of forestry which makes personal use of lightweight vehicles so im- 
probable applies with equal if not greater force to heavier vehicles. Considering the 
discomfort of heavier vehicles, the limitation on the roads, upon which they can be 
ge their driving characteristics, and their fuel utilization, personal use can clear- 
ee described as a non-event. Accordingly, all listed property utilized in forestry 
should be specifically exempted from the recordkeeping requirements for “listed 
property.” 


AMERICAN RENTAL ASSOCIATI 
Moline, IL, March 5 4985. 


Hon. DAN ROSTENKOWSEI, 
Chairman, House Ways and Means Committee, Washington, DC. 


Deak Mr. ROSTENKOWSKI: The American Rental Association (““ARA’’) a national 
trade association, comprised of over 4,000 member firms engaged in the business of 
renting diverse items of personal roperty. Our national office is located in the ARA 
Building at 1900—19th Street, Moline, Illinois 61265. 

ARA member firms rent a very wide variety of equipment and other personal 
property, including such lines as homeowner items; party supplies and equipment; 
construction machinery and equipment; vehicles and other mobile equipment; medi- 
cal equipment and devices; and exercise and recreational equipment. is in its 
30th year of ope and is the leading organization representing the industry of 
personal property rentals. Mixed use of company vehicles in sales and service is an 
integral part of their daily business operation. 

Our member firms wish to comment, as part of Paid hearings this week, with re- 
spect to the Treasury Department’s temporary and proposed regulations implement- 
ing the new “adequate contemporaneous ee eee requirements for business 
use of automobiles and other vehicles, i.e., Sec.1.274-5T. 

The regulations were ill conceived, hastil drawn, and galt in the Tax 
Reform Act of 1984 (Sec. 179, P.L. 98-369). ith notable zeal, the IRS pomuleaes 
its first set of proposed regulations implementing the new statute. ictably, IRS 
received a flood of protests from the public and again, hastily responded in token 
measure by iss temporary regulations (50 FR 7038) modifyin at substantiation 


uirements for deductions and credits with res to certain pea hate The 
I ried ifications however, are ineffectual and do little to alleviate t ork 
burden on businessmen and particularly, the small businessman. Further, has 


suffered some loss of credibility in the process and there is some basis for concern as 
to what further modifications it might promulgate in the future if Sections 1.274- 
ST, 1.264-6T are allowed to remain in the Internal Revenue Code. 

These stringent ee uirements for very detailed, contemporaneous records of the 
use of company-o automobiles and certain other equipment items are neither 
fair nor wise. These pos ee provisions interfere with normal business op- 
erations and impose an unreasonable and oppressive burden on small businesses 
which simply cannot bear the lost time, uced productivity and unnecessary 
' record-keeping expense. 

basically is a paperwork issue and not a tax policy 2 rena We vagus 
sag nar to the abauird burdens imposed on taxpayers as a condition to their obtaining 
itimate business deduction. 

e urge the outright repeal of these onerous, costly and counterpreductive provi- 
sions. Any action short of outright repeal, will not only enormously and unnecessar- 
ily increase the paper-work burden of all businesses and their employee but, more- 
over, will seriously erode public confidence in our voluntary tax system. 

The American Rental Association appreciates this opportunity to express its 
views; and we request that this statement be made a part of the printed record of 
your hearing. 

Respectfully submitted, . 
C.A. SIEGFRIED, Jr., CAE. 





STATEMENT OF TERRY WESTHAFER, PRESIDENT, AMERICAN RETREADERS ASSOCIATION 


Mr. Chairman and Members of the Committee on Ways and Means, I appreciate 
this opportunity to submit testimony to you today in opposition to the Treasu ire 
partment’s revised temporary and proposed lation relating to the record 
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ing requirements for automobiles and certain other property. M name is Terry 
Weetheter and I serve as President of the American Ret ers’ Association 
(“ARA”). ARA is a national nonprofit trade association representing approximately 
1600 members who are engaged in the retreading of tires, the sale of tires, the re- 
POARA of ar baah and the sale of related products and services 
app ae Chairman Rostenkowski for calling this Committee hearing. The 
correctly observed “that some yers with legitimate business ex- 
penses may be facing unduly burdensome record keeping requirements as a result of 
the new law.” 

Under prior law, a taxpayer was required to substantiate any claim deduction for 
travel expenses, entertainment, recreation or gifts by adequate records. Taxpayers 
who could reasonably reconstruct these expenses could claim a deduction. Such 
records had to show the amount, time, place and business purposes of the expense 
(Code section 274(d)). 

Section 179 of Public Law 98-369 amended prior law to require taxpayers to sub- 
stantiate, with adequate contemporaneous records, and claimed credit or deduction: 
(1) with respect to the business use of listed property, such as automobiles, other 
transportation vehicles, any property generally used for entertainment, recreation 
or amusement, any computer equipment, and any property specified in regulations; 
(2) with respect to traveling expenses (including meals and lodging while away from 


home); (3) for any entertainment, amusement or recreation expense, including use of 
a facility for such purpose; and (4) for any olga for gifts. These record keeping 
On October became effective for a years begin es rs 
October 24, 1984, the Treasury De ent publi a ee He re 
implementing section 179 of the Deficit uction Act ae 1984 tempo 69), 49 


42 01. On January 25, 1985, the Internal Revenue verve announced its Gicaton 

to issue temporary and proposed regulations modifying th uirement to keep ade- 

uate contemporaneous records for automobiles and Saino er vehicles (IR 85-6). 
ese revisions are expected to be issued in the near future. 

ARA would like to go on record to this Committee in opposition to the existing 
requirements. Many small businessmen, especially in this industry, operate compa- 
aes eee not so Tach as a fringe benefit, but as a necessary tool of doing busi- 

alread er and excessive paperwork demands on the small businessman 
whe. is aga: overwhelmed by government regulations and paperwork seems un- 
reasonab 

The cp requirements have placed burdensome record keeping necessities on em- 
ployers and employees, and is viewed by many as a further example of Big Govern- 
ment imposing on the small business community another obligation in a mass of 
Federal rules and requirements. 

If you decide that records of vehicles use do indeed need to be recorded and main- 
tained, we urge you to ease the burden by requiring the notation of personal use 
only. But ARA strongly urges that the entire requirement be rescinded. 





STATEMENT OF DANIEL J. HANSON, SR., PRESIDENT, AMERICAN Roap & 
TRANSPORTATION BUILDERS ASSOCIATION 


Mr. Chairman and members of the Committee, my name is Daniel J. Hanson, Sr. 
I am the President of the American Road & Transportation Builders Association, a 
national association headquartered in Washington, D.C., representing businesses 


and individuals concerned with all aspects of trans rtation Pista wee 
Mik: fe! bonnet this opportunity to comment on the Treasury Department's tempo- 
proposed ations related to the keeping of records on the use of auto- 


a iles and certain other vehicles. While these regulations are onerous with res 

to a broad spectrum of the business firms which are members of ARTBA, we wish to 
focus our attention today of the particular problems of the contractor inyolved in 
highway and heavy construction work. 


UNIQUE NATURE OF THE BUSINESS 


The highway contractor Od arcagd performs construction work ig agatha at 
several job sites remote from his headquarters office. A job site may be a specific 
location, such as a bridge, where construction operations will continue for a period 
of several months. It may also be a segment of highway extending several miles. 
Depending on the nature of the work to be accomplished on a given date, a worker 
may begin the day’s work at one site and finish the day at another site. The worker 
does not necessarily begin his day’s work at the same point where he stopped the 
day before. Depending upon the weather, the availability of materials, job priorities, 
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the particular skills of the worker, and other factors, the worker must be prepared 
to report to a different site on short notice. 

The transient nature of the work, coupled with security considerations, dictates 
the general policy that small tools are not left overnight on the job site. These tools 
are loaded on pick-up trucks or other light utility vehicles and sent home with sub- 
servisory employees. 

arrangement is clearly advantageous to the employer. In the absence of such 
an arrangement, the employer would be forced to resort to expensive and impracti- 
cable alternatives. 


DEFINING A FRINGE BENEFIT 


Driving a company vehicle home from work obviously can be advantageous to the 
set His home-to-work transportation is provided. 

In quantifying the advantage to the employee of this so-called fringe benefit, the 
disadvantages must also be taken into account. In the case of the construction 
worker, the disadvantages fall mainly into the category of providing security for the 
employer’s property. 

The employee, of course, is expected to return to the job site with the same tools 
he carried away. The nature of the security precautions he must take are generally 
not specified. It may be simply a matter of parking the vehicle in his back yard or 
some other reasonably secure area. 

Whatever the nature of the security precautions, the employee will have some 
trouble documenting his costs for the purpose of his income tax filing. In many 
cases, he will file a short form and will have no opportunity to sustain a claim that 
the cost of storing his employer’s property should be shown as a deduction from hs 
wages. 

As a practical matter, the tax impact of the arrangement is—or should be—a 
“wash.” The advantages are off-set by the disadvantages. 


THE REGULATORY LABYRINTH 


The Internal Revenue Service has devised a labyrinth of regulations to define the 
tax exposure of individuals and businesses relative to the personal use of vehicles 
owned by businesses. 

Bitar public outcry resulting form the publication in January of temporary and 

tions was followed by a revision of these regulations in February. 
The revised regulations provide some relief to some taxpayers, in terms of safe 
harbor protection to some classes of business and some simplification of th2 “ade- 
quate contemporaneous” recordkeeping requirement. 

While these improvements are commendable, they: are a step backward in terms 
of clarity. The taxpayer is now confronted with an almost impenetrable thicket of 
regulatory requirements. 

We hope that this committee will be instrumental in providing legislative relief to 
spell out a clear mandate to the Treasury Department to levy this type of tax in a 
simple, equitable and non-discriminatory manner. 


KEEPING THE RECORDS 


The keeping of a vehicle log book may appear to be a simple matter to one who is 
attuned to office procedures. In point of fact, many businesses have long required 
employees to maintain such records when driving a business vehicle, for internal 
management purposes. 

The situation is quite different with respect to a vehicle used throughout the day 
on a highway construction site. Several employees may operate the vehicle, usually 
for short trips but, on occasion, for fairly long trips, as to the employer’s shop or 
yard or to the establishment of a vendor. Grease and dirt are part of the work envi- 
ronment, and the employee does not necessarily carry a pencil. The record which is 
compiled under such circumstances is likely to be partially illegible and may be in- 
complete. The value of such a record in preparing a tax return is virtually nil. 

At minimum, IRS must provide for the acceptance of a certification by the em- 
ployer that the vehicle in question was used, essentially, for business purposes. 

Mr. Chairman, we appreciate this opportunity to present the views of the Ameri- 
can Road & Transportation Builders ESOCISHION: 
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STATEMENT OF WILLIAM M. QUINN, AMERICAN SUPPLY ASSOCIATION 


Mr. Chairman, I am William M. Quinn, President of the General Pipe & Supply 
Company of Memphis, Tennessee, and chairman of the American Supply Associa- 
tion’s Government Affairs Council. ASA is the national association for wholesaler- 
distributors of plumbing-heating-cooling-piping products. Of the 4,000 p-h-c-p whole- 
salers throughout the country, most are like me, small businessmen whose supply- 
house st alee require extensive use of company vehicles. Législation passed in 
1984 and regulations issued in October and January are the reasons for my appear- 
ance before you today. The changes in the tax law and their consequent effect on 
our businesses has created havoc in our industry. They are impractical. They 
impede our ability to conduct our business efficiently. They will inspire cheating on 
the one hand or deprive citizens the advantage of bona fide credits and deductions 
on the other. It is no wonder that these changes have witnessed the greatest level of 
outrage that I have ever observed at ASA. The response has been deafening. 


RECORDKEEPING 


At the very core of the problem is the statutory requirement for ‘‘contemporane- 
ous recordkeeping.” While many details remain unresolved until the Internal Reve- 
nue Service issues its latest changes to the recordkeeping rules, the basic statutory 
requirement remains unchanged: taxpayers are required to substantiate their busi- 
ness and personal use of vehicles with records made “at or near the time” the prop-- 
erty is actually used. This in essence requires a log, maintained in the vehicle and 
annotated after each uninterrupted business use. As a practical matter, I can tell 
ye u that this disruption interferes substantially with the activity of our employees. 

t requires an absurd attention to detail and interrupts a train of thought or activi- 

that is far more important to our business than the value that is derived from 
the tax deduction of a few miles. The choices are several: the driver can attempt to 
reconstruct a log well after the fact and ignore the requirements of the law; the 
driver can accept additional income and therefore incur additional tax liability by 
ignoring the log and having the mileage treated as personal usage; or the company 
can subsidize the driver’s additional tax in the interest of productivity. [IRS’ pro- 
posed change permits some employees to opt for a fixed amount, 70%, as business 
usage in return for eliminating the recordkeeping requirement. This completely ar- 
bitarary provision unwittingly rewards the extensive personal use of automobiles: it 
requires no records when personal use in fact exceeds 30%, yet requires 100% sub- 
stantiation when a vehicle is used exclusively for business and a 100% write-off is 
due. In other words, the more you drive a vehicle for business purposes, the more 
you are penalized. 

The recordkeeping required of the company can be staggering. A company not 
taxed on a calendar year basis must maintain records compiled to substantiate its 
own credits and deductions on a fiscal year basis. It must also maintain vehicle 
usage records on a calendar year basis for each employee. Where a vehicle has more 
than one driver in a calendar year, separate accounting must be made for each 
driver. [Allocation of personal mileage between two drivers on occasions when no 
record is kept is an even thornier problem.] Withholding for taxes and social securi- 
ty will require additional accounting steps. And, five percent (5%) owner usage will 
trigger separate attention with an eye to facing recapture of depreciation and in- 
vestment tax credits taken in earlier years. 


EMPLOYEES 


What then will be the practical effect of these recordkeeping requirements? Many 
businesses will opt, as I have heard some suggest, to simply “bonus out” company 

vehicles. That is, a company facing this mass of paperwork will give an employee 
_ his assigned company vehicle as compensation and close the books on the aggrava- 
tion once and for all. It will then become the employee’s automobile and his deduc- 
tion to substantiate. Another alternative for a company is to compensate employees 
for business use of their own vehicles. The result is the same: the burden will pass 
to the cplose and it will faill hardest on those with the greatest business use of 
their vehicles 


OWNERS 


The most clearly anti-small business feature of the new regulations is the treat- 
ment of the 5% owner and their relatives who, according to the summary of the yet- 
to-be issued IRS regulations, are not relieved of the full-scale recordkeeping require- 


oe 
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ment by the revised IRS regulations. A 5% owner also faces not only additional per- 
sonal income and taxes, but also economic penalties to his company. 

It is most important to note a distinction. When an ordinary employee uses a ve- 
hicle and cannot substantiate that a vehicle is used more than 50% for business, the 
employee must pay personal income tax for his personal use of the car, but the com- 
pany still receives its full ACRS and ITC benefits. A 5% owner, or related party, 
faces a different situation. 

Under the regulations, a 5% owner, or related taxpayer, is required to establish 
more than 50% actual use of the asset in order to take advantage of the benefits of 
ACRS and ITC. The 5% owner must, therefore, maintain the needed records to es- 
tablish more than 50% business use or penalize his company. To repeat, the 5% 
owner faces this peanlty in addition to incurring additional personal income and 
taxes. 

This provision applies to numerous people in a family-operated business and its 
practical effect can work a serious injustice in businesses like ours at ASA. Many of 
the chores in a small business are done on a do-it-yourself basis: if an account needs 
personal attention, you go do it yourself. Family members are likely to work in 
every phase of the business, in many instances requiring transportation in a wide 
variety of vehicles. Business use of the company vehicle is likely to occur frequently 
throughout the day. 

The 5% owners are probably the most important figures in the business, people 
who can least afford to spend the time to maintain meticulous records during the 
busiest and most productive periods of the day. Yet the new regulations require 
more recordkeeping from them and impose the most burdensome penalties if they 
choose not to do so. 


ASA’S POSITION 


The American Supply Association is directly impacted by the statutory and regu- 
latory changes resulting from the 1984 tax law. As we have said to individual mem- 
bers of Congress in our letters, we have no quarrel with the efforts of both Congress 
and the IRS to address abuses in the use of luxury automobiles or to place limits on 
the personal use of automobiles used in a trade or business. We are—to a member— 
however, outraged at the web of complicated, confusing and impractical regulations 
that, no matter how well-intentioned, misguidedly attempt to address these issues. 
That solution is off-the-mark. Our businesses require extensive use of vehicles and 
we, more than many others, face a far greater burden than Congross could reason- 
ably have contemplated when it required ‘contemporaneous records”. While our 
businesses are small businesses, we nonetheless maintain a substantial fleet of auto- 
mobiles—as many as 30 vehicles not being uncommon. 

The solution cannot be found by regulations that either solve only part of the 
problem or ignore the precise ocean 4 of the statute. The solution must reach behind 
the regulations to the statute and repeal the offending language. 

It is extraordinary, in a year when the watchwords in the Nation and on Capitol 
Hill are ‘‘tax simplification,” that we should even face such a circumstance. Similar- 
ly, it will be a disgrace if such misguided and ill-conceived restrictions on our busi- 
nesses are permitted to remain. 


GEo. E. ANDERSON Co., INC., 
Dallas, TX, February 28, 1985. 


Congressman MARTIN F Rost, 
House of Representatives, Washington, DC. 


Deak Martin: | address you as “Dear Martin” because I feel very friendly toward 
you as I have lived in the Oak Cliff-Duncanville area nearly all my life, and I feel 
that your representation of this area is classical. 

Your response to my individual letters regarding the IRS interpretation of the 
mandate given by Congress to them and the abuse of this mandate has been deeply 
appreciated. 

I am President of a manufacturers representative agency which was established 
here in Dallas in 1928, and has all through the years tried our best to be God-fear- 
ing, tax-paying, law-obeying oa of the business that pays its share of taxes 
both personal and company wise. 

We have a CPA who advises us on their interpretation of the laws of the land and 
IRS regulations, and we follow them to the letter so as to avoid any audit by IRS or, 
if an audit is evident, to be certain that our books are spotless. 


calls and trys to earn a living as an outside salesman who can take ti 
psec aaa aa has so much responsibility to his customers and 
compan 
lt would seems tome thatire company manager is satisfied with the performance 
ee emer me ee tne nye ence crmnony, eauipepens tat ise 
ale ype re 
as managers, are to be held accountable for what we do and if America loses 
this advantage: which is a voluntary situation and decides that every Saien, ela 
crooked to begin with, then I am certain that managers will take the attitude that if 
that’s the game they want to pla ee es ee 
We request, again, that you ithin your power to throw out and 
or otherwise cause to end this contemporaneous record-keeping proc- 
eas invo by the IRS as it is nonsensical and‘unn 
I would expect this type of treatment if we were in a ‘ Jazi” Germany or a com- 
munist country, but this type of thing has not nor should not be allowed in the 
United States of America. 
Our morals, ideals, and customs have been the backbone of this de and I 
hate to see laws invoked or regulations established which infringe on and cause 
iar aig cla NAG Bt pes wr gg mica eta bocce Hag 
_ Your assistance and the assistance of your colleagues in repealing these 
pip lacahcar Ata shy laity by not only this business man but, I’m sure, by all busi- 
ness men who help to produce the sales that produce the profit that produce the 
taxes re eee this country strong and viable. 
incerely, 


i 
5 
at 


H.E. Butcuer, President. 


Coppe.L, TX. 
To the House Ways and Means Committee: 

The new tax law imposes massive and expensive recordkeeping and paperwork 
burdens in order for businesses to keep their tax deductions for company vehicles 
and selected property. It will not only impose burdens on my company, but for all 
local, state and federal governments. 

This new law will only cost the taxpayers more tax money to handle the extra 
an: eh that will be involved. This new burden will not only cost my company, 

ut the cost will have to be distributed through the products and services we pro- 
vide which will burden the consumer. I do not object to fair taxation, but I do object 
to excessive and unnecessary recordkeeping requirements. 
Thank you, 
Rosert D. ANDERSON. 


ATASCADERO, CA. 
Mr. JosePH Do 
Chie pra fe ‘Complies on House Ways and Means, U.S. House of Representatives, 
Washington, DC. 

To WHom Ir May Concern: I am writing arding the ‘“Contemporaneous 
Record Keeping’ which has taken effect Jan, 1, 1985. I am licensed to sell real 
aise and would like to convey to you my concern about this required “record 

ee 

y automobile and computer are an integral of by business transactions, but 
it would be almost impossible for me to log each time either of these were used for 


business, 8 dates, names, Burpee mileage and time of business use. 
would be in ibly time consuming, burdensome and greatly decrease my produc- 
tivity. 


I ae ay pba te to consider the legislation now pending (H.R. 531, H.R. 600, 
and S.B )w haps eine those requirements, and return to prior law which 
simply required records to substantiate business deductions. 

I appreciate your reconsideration of this important issue! 

Sincerely, 
CHAEL I. ANDREWS, 
Realtor Member oe the F the Atascadero Board. 


Letters identical to that above were also received from the following Realtor 
members of the Atascadero Board, Atascadero, CA: Leslie A. Arnold, Donald B. 
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_Blazej, Steve Holm, Anneth V. Smith, Robert D. Smith, William Thebault, Fred C. 
Witt, and Beverly Zinn. 


ARLINGTON FINANCIAL Co 
Richmond, CA, February 2, 1985. 
JOSEPH K. DowLEy 
Chief ag ae Committee on Ways and Means, House of Representatives, Washing- 
ton, 

Dear Mr. DowLey: Regarding the public hearing on the Treasury Department’ 8 
revised temporary and proposed regulations relating to the recordkeeping require- 
ments for automobiles, etc.; attached is a copy of a letter sent to both the Internal 
Revenue Service (attn: Mr. Egger) and his boss, Mr. Baker at the Department of the 


ury. 

You will note that there are several questions concerning the recordkeeping re- 
quirements which need clarification. It would be appreciated if these could be incor- 
porated in the hearings you are conducting at 9:30 AM on March 5, 1985. 

A copy of the final report would be appreciated also. 

If you have any questions, please do not hesitate to call. 


Very truly yours, 
Myron D. Kina, President. 


[Attachment] 


ARLINGTON FINANCIAL CorRP 
Richmond, CA, January 18, 1985. 
Re Contemporaneous records—auto. 
INTERNAL SERVICE, 
Attn. Director, Washington, DC. 


Dear Mr. Eccrr: We are confused regarding the regulations on this subject. After 
attending several conferences on Contemporaneous records, we find that there seem 
to be many opinions concerning implementation. It would be appreciated if you 
would review the following and provide answers to the situations described below. 
Assume in the following that all of the WHO-WHAT-WHEN-WHERE-HOW-WHY 
information is also provided. 

A. Time of recording of data: 

1. As shown on attachment number A-1, there is a company stating that the doc- 
umentation must be recorded within 24 hours of the time it was incurred. Is this 
correct? If not, is there a specific time limit for recording the information, and what 
is that time? 

B. Method of recording of data. 

1. We have been advised that it is permissible to record the data on a portable 
dictating machine. Is this correct? 

2. 7 B-1 is correct, is it permissible to have this data transcribed on a periodic 

is? 

3. If B-2 is correct, is it permissible to transcribe this data on a monthly basis? If : 
not, what is the maximum time allowed for transcription? 

4, If the data is transcribed by a third party, what requirements are necessary to 
pass an internal revenue audit? 

5. If a third party has a service for entering the data into a computer and provide 
a periodic print out of same to the orginator, is this acceptable? 

C. Optional methods of recording of data: 

1. Assume the following situation. Tax practioner uses his automobile as follows 
during one business day: 5 miles commute from home to office. 6 miles from office 
to client A. 7 miles from client A to client B. 8 miles from client B to client C. 9 
miles from client C to office. 5 miles commute from office to home. 

a. Is it correct that there is no necessity to record the mileage from home to office 
or office to home if the auto mileage at the beginning and ending of the year is 
recorded? 

b. There are two methods to record the business mileage. Which of the following 
are correct: 

bl—Recording the odometer mileage at the beginning and end of each of the trips 
consisting of 6, 7, 8, 9 miles as follows: 

b2—Recording the odometer mileage at the beginning of the first business trip 
and at the end of the last business trip as follows: 8500-8530. 
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c. Assume the same situation as ve except that the tax practioner drives his 
care as follows: 10 miles from home’ to client A. 7 miles from client A to client B. 8 
miles from client B to client C. 1 miles from client C to home. 

Which of the following are correct? 

cl—All of the above mileage (26) is business-26 miles. 

gta 26 miles has to be reduced by the 1 mile driven from client C to home-25 
miles. 

c3—The 26 miles has to be produced by both the 1 mile from client C to home as 
well as the 10 miles from home to client A-11 miles. 

c4—The 26 miles has to be reduced by both the 1 mile from client C and the 
normal 5 miles commute from home to office—-20 miles. 

c5—The 26 miles has to be reduced by the 5 mile normal commute from home to 
office as well as the 5 miles normal commute from office to home-16 miles. 

D. Miscellaneous questions. 

1. A physician travels from his home to his office, later in the day to the hospital, 
back to the office, and then back home. He pays for monthly parking and has in and 
out privileges. 

a. Is the parking totally deductible as a business expense? 

b. If not, what portion is deductible, if any? 

2. Same as D1 above but the parking is paid for each time used. 

a. Is the parking totally deductible? 

b. If not, what portion is deductible? 

3. Same as D1 above, but the physician is called to an emergency at the hospital 
during the night. 
ep Is = trip from home to the hospital and home again deductible as business 

eage? 

b. Is it necessary to reconstruct the mileage so as to show the mileage from the 
office to home and back to the hospital for the emergency totally as business and 
_the mileage from the hospital to home as commute as described in Clc above? 

If you have any questions, please do not hesitate to call. 


Very truly yours, 
Myron D. Kino, President. 
_ [Attachment] 


How You Can Comp y WITH THE Tax RErorM Act oF 1984 AND DEVELOP AN AUDIT- 
Proor SysteM OF Tax DEDUCTIONS 


Tax Reform Act of 1984 States: You Must Record Business Expenses Within 24 
Hours or Face the Possibility of Jail. 

Congress wants money now. And the IRS has been ordered to collect it from you. 

he new tax law is effective January 1, 1985. It is tough! The rules are strict and 
the penalties for non-compliance are scary. 

The key to the Tax Reform Act of 1984 is documentation. If you take a deduction 
and can’t prove you are entitled to it, you: lose it; get slapped with a huge fine for 
thinking of taking it; pay big interest penalties on additional money owed to IRS; 
may even be indicted for fraud. 

TRI is determined not to let any of this happen to you. That’s why we created the 
Tax Reduction Diary to help you support your 1985 business deductions for: automo- 
bile; personal computer; travel; entertainment; business gifts; education; club dues. 

The law says that any of the above may be legitimate deductions, but if you don’t 
have adequate contemporaneous records, no tax credit or deduction is allowed. The 
word “contemporaneous” in tax law generally means that you must document the 
expense within 24 hours of the time it was incurred. Your Tax Reduction Diary is 
that record. 

The Tax Reduction Diary is the Only Known System to Comply With the Record- 
keeping Requirements of the Tax Reform Act of 1984. 

The new law states very specifically the kind of records you need to keep and re- 
quires both you and your tax preparer to sign your return under penalties of perju- 


"The 1984 Tax Reform Act states, “A return preparer must properly and fully 
advise the taxpayer of these contemporaneous recording requirements and obtain 
written confirmation from the taxpayers certifying that contemporaneous records 
supporting these deductions and credits exist. If the return preparer does not obtain 
this written certification, the preparer may not sign the return.” 
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[Attachment] 
ARLINGTON ANCIAL CorP., 
Richmond, February 11, 1985. 
Hon. JAMES A. BAKER, 
Secretary of the Teasurs) Washington, DC. 


Dear Sir: Attached is a copy of a letter written to the Director of Internal Reve- 
nue on 18 January 1985. To date, no answer has been received. If you will review 
the letter, you will note that there is an immediate need for answers to these ques- 
tions which have not, to my knowledge, been resolved. 

It would be appreciated if you could find out when answers will be available so 
that we may notify our clients. 

If you have any questions, please do not hesitate to call. 


Very truly yours. 
_ Myron D. Kina. President. 





STATEMENT OF THE ASSOCIATED BUILDERS & CONTRACTORS, INC. 


Mr. Chairman and Members of the House Ways and Means Committee: It is 
indeed a pleasure to have this opportunity to testify before this committee on the 
efforts to amend the “contemporaneous recordkeeping” requirements for automo- 
biles used for business purposes which were addressed in the Deficit Reduction Act 
of 1984 and recently subject to proposed regulations by the Internal Revenue Serv- 
ice, U.S. Department of the Treasury. 

Associated Builders and Contractors, an organization of 18,000 general contractors 
subcontractors and suppliers, opposes the regulations released by the Treasury De- 
partment both on October 15, 1984 and on February 15, 1985 amending the initial 
temporary regulations issued on Janu phy 1985 relating to the valuation of taxable 
fringe benefits. On January 18, 1985 called for an exemption for the construc- 
tion industry from the mandatory recordkeeping requirements due to the unique- 
ness of our industry. Today, we join the myriad of other business, business associa- 
tions and organizations that believe these regulations are totally unacceptable and 
- create a staggering amount of paperwork—hitting especially hard the small busi- 
ness men and women struggling to comply with these regulations. 

Labor-intensive, the construction industry utilizes an extensive amount of busi- 
ness vehicles. While the intent of the current regulations were aimed at providing 
greater tax compliance for these individuals or closely held corporations which fla- 
grantly abuse the personal use of business vehicles, both our ee and our em- 
ployees have been caught in the middle of this unnecessary red-ta 

After numerous membership meetings, the ABC Executive Committee: the ABC 
National Board, comprised of over 170 members, and the ABC National Legislative 
Committee found the proposed regulations, despite their recent modification, a 
nightmare totally beyond the original intent of the enacting legislation. Relief from 
this time-consuming and counterproductive recordkeeping and accounting burden 
has been the clarion cry from our members to our trade association. Our members 
are united in their opposition to this onerous and unjust burden on the construction 
industry. Further, given the interest today in tax simplification, these complex regu- 
lations are totally out of step with the need for fair tax reform. Once again, the 
Federal Government has imposed unacceptable burdensome Federal regulations on 
honest yers and productive businessmen, with very little benefit to the Gov- 
ernment. "the contrary, the expense of compliance with these regulations will 
create a loss in the pockets of small businesses who can ill afford the accounting 
assistance necessary for compliance. With an estimated $150 million increase reve- 
nue to the Federal government annually, a $1,000 per year increase to each business 
translates into billions in compliance costs. ABC supports legislation to repeal suit 
179%b) and restore the prior law—a law with rationale recordkeeping requirements 
in this area—and to reduce the paperwork burden which has gotten out of hand. 
The revised rules of February 15 liberalizing those requirements do not provide any 
3 Sepang te assistance 

en Congress passed the Deficit Reduction Act of 1984 (DEFRA), the Members 
of Congress and specifically the members of the House Ways and Means Committee 
and the Senate Finance Committee, attempted to close tax loopholes making the 
current tax system fairer to all taxpayers. ABC recognizes the hard task which 
faced both Congress and the Internal Revenue Service these past two years and the 
continuing efforts which may be made in the 99th Congress. At a time of $200 bil- 
lion deficits, any means of tax evasion must be eliminated. Yet, this does not con- 
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done the “robbing of Peter to pay Paul,” which is, Mr. Chairman, what these pro- 
posed regulations will do. 

In significantly changing the requirements for claiming credits and deductions for 
automobiles and service vehicles, Congress and the Treasury Department have not 
only eliminated this means of tax evasion, but have created an entire new set of 
eines unique to the construction industry, an industry which provides fleets of 

usiness vehicles and utility trucks to its employees. The violations of the tax law 
by closely held corporations were rightly corrected by DEFRA, unfortunately the 
covey which these regulations have placed the construction industry cannot be tol- 
erated. 

Under the new law, effective January 1, 1985, taxpayers must maintain adequate 
contemporanenous records to substantiate travel expenses. These records must in- 
clude: the amount of the expense, the time and place of the travel, the business pur- 
pose of the expense and the business relationship to the taxpayer of persons enter- 
tained. If a taxpayer does not keep adequate contemporaneous records, no credit or 
deduction will be allowed with respect to such expenses. This requirement is to be 
satisfied by the oe a log, a journal, diary or other similar record. A seperate 
entry in the log must be made of each business use and should be made at or near 
the time actually used. Each entry should specify the date of use, name of user, 
number of miles traveled and the business or investment purpose for the use. These 
records should be maintained for at least five years after the first taxable year of 
the use of automobiles due to P papiniecey recapture of excess depreciation which may 
be triggered by a decline in the qualified business use. Any underpayment of tax 
resulting from claiming credits and deductions not supported by adequate contempo- 
raneous records is subject to the negligence penalty in the absence of clear and con- 
vincing evidence to the contrary. 

These requirements fall severely on the construction industry—most severely on 
the small contractor and subcontractor—which is made up of small businesses pro- 
viding over 80% of America’s jobs. While legitimate in scope these newly enacted 
regulations will have a serious impact and cause serious ramifications on many as- 
pects of the construction industry, resulting in both inflated wages and costs of con- 
struction projects. 

We can look at this impact in three ways: (1) the increased recordkeeping burden, 
(2) the type of employee in the labor-market and (3) the kind of activity surrounding 
construction contracts. 


RECORDKEEPING 


From the accounting standpoint, the construction industry has its business giants. 
But the vast majority of its membership are small businesses—contractors and sub- 
contractors who just cannot absorb the increases in the accounting required by 
these new tions. The quarterly reporting requirements contained in Sections 
3121, 3231, 3306, 3401 and 3501 create a vast amount of paperwork when consider- 
ing the number of vehicles contained in an employer’s “fleet”. The quarterly collec- 
tion of the vehicles logs will be a labor-intensive activity which will be further com- 
peuneee by the lack of reel pene by the vehicle operators (to be discussed below). 

nfortunately, this will lead to increases in the cost of bidding projects resulting in 
increased construction costs nationwide. Additionally, the withholding requirements 
in the above mentioned sections will lead employers to raise salaries of employees to 
cover the tax on the vehicle and the tax on the increased sal re er in- 
flating wages and ultimately the costs of construction projects. The Federal govern- 
ment, which often contracts-out for construction activity, will have to abserb these 
additional costs, thereby defeating the revenue figure which will be incurred with 
these new rules. Employers may, in increasing the wages of these employees with 
service vehicles, be forced to eliminate some of the lower-salaried jobs, thereby caus- 
ing a loss of jobs—so critical at this time of economic recovery. Already, employers 
have indicated that there would be no service vehicles for any employees as a 
means of escaping these recordkeeping requirements only causing ener 
among the workforce and a possible loss of valuable and productive employees. _ 


CHARACTERISTICS OF THE EMPLOYEE IN THE WORK FORCE 


It is the rule, rather than the exception, for construction companies and in par- 
ticular, small construction companies to provide service vehicles to their employees, 
most importantly to their foremen, managers and supervisors. While these individ- 
uals are highly skilled workers in their trade, many do not have educations higher 
than a high school degree, some even ending their formal education at eighth grade. 
The daily entry requirements are burdensome and quite frankly will not be com- 
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pleted by the operator of the service vehicle—despite the presence of a log in the 
vehicle, exposing both the employer and the employee to jeopardy and stiff penal- 
ties. 

Many construction firms are indeed small businesses that do not have a business 
office but use their personal home as their headquarters. Providing their employees 
service vehicles for day use requires that they bring them home with them in the 
- evening—both for security purposes and for maintenance of the vehicles. These are 
employment-related expenses. 

e construction industry is made up of highly skilled craftsmen who contribute 
only partially to the construction of a facility. Therefore they must travel from con- 
struction site to site taking with them, and maintaining, the tools of their craft. 
Workmen keep with them the tools iene by the employer in addition to their 
own personal tools (many of which the Soper does not provide) which must be 
transported in a service vehicle and which the employee would not want to leave at 
any jobsite. It can be assumed that the daily logging of each of these trips would - 
most often be forgotten. Additionally, the construction industry is one in which time 
is considered money—and the employee often sees productivity rewarded with reas- 
signment to better jobs or worksite—and will therefore, neglect the maintenance of 
a time-consuming travel log. 

The maintenance of logs in business vehicles by construction workers who make 
many stops in the course of the daily activity creates a safety hazard besides an ad- 
ministrative burden. First by attending to the completion of a log while driving the 
driver subjects both himself and/or his vehicle to injuries. Further when conducting 
business of a harzardous nature, he will be dividing his attention away from safety 
standards subjecting himself to harm. 

It would be unfortunate if employers violated another safety law—the 55 mph 
speed limit—to make up for time consumed in filling out a log. 


ACTIVITY SURROUNDING CONSTRUCTION CONTRACTS 


Foremen, supervisors and managers must oversee many construction sites, often 
in a two state area. In addition to their daily site-to-site visits, these workers must 

lan their more distant travel time in both a timely and energy-efficient manner. 
This may mean that the individual, on a routine basis, must take his service vehicle 
from his last stop on day one home and to another site from home on day two, with- 
out returning to the main business address of the contractor. Under the current 
Treasury regulations the business deduction of this t of travel expenses is not 
allowed. The construction supervisor is more frequently conducting business from 
his business automobile utilizing mobile phones, obtaining bid specifications and in- 
formation, traveling from bank to jobsites to equipment suppliers. In the course of 
any day, these managers may spend a better part of their time in the vehicle rather 
than in a business office necessitating the logging of each and every trip. 

Then there are the service vehicles provided by the employee which function to 
keep and maintain the construction equipment on-site. It is not rare for one equip- 
ment repair spocialist to answer 10-15 distress breakdown calls in one day—necessi- 
tating 10-15 completions in the business log, by an individual who is not a record- 
keeping individual. 

Many of our vehicles have 2-way radios for productivity purposes. Many of our 
fleets have vehicles equip for job purposes which are not conductive or even de- 
sirable for personal use. To a great extent travel is from job site to job site on a 24- 
hour-a-day base . In fact many of our individual member companies prohibit the per- 
sonal use, except commuting, of business vehicles. 

ite frankly, service vehicles provided in the construction industry are not the 
type of vehicles which are subject to the constant abuse of the business tax deduc- 
tion as seen in other professional closely held corporations. It is highly unlikely that 
these utility truck operators are the violators that the Congress and Internal Reve- 
nue Service were ready to include in the new IRS lations—yet, unfortunately 
they have been included and are the least able to afford the compliance costs. 

Whil e our system pertaining to business vehicles prior to January 1, 1985 was not 
a perfect system, it did work for the majority of taxpayers. It is unfair to burden 
these honest employers and employees to obtain a greater degree of compliance 
‘from those dishonest tax avoiders. Unfortunately, quite the contrary will occur. 
Those hardworking individuals who have a clean record of tax compliance will look 
for ways to circumvent these new regulations creating an even more severe problem 
of avoidance. Reasonable ations will spur reasonable compliance. 

There were several safe-harbor provisions contained in the February 15th IRS’ 
regulations which, while an attempt to modify the previous regulations, make the 
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tax system even less fair. The 70-30 split between business and personal use is a 
distortion of the actual business/personal split. Unfortunately if a taxpayer choose 
to adopt a more technically correct version, they cannot waive the recordkeeping 
requirement and the maintenance of a daily log. A far more acceptable percentage 
would have been 85-15. 

ABC favors tightening the tax code, making if fairer to all individuals. However, 
upon close review of the regulations for substantiating and deducting travel ex- 
penses, the ABC membership is convinced that these requirements would impinge 
upon the productivity of the construction industry. Therefore, we are pleased that 
the IRS and the members of the tax-writing committees in Congress are reviewing 
the hardships placed on the construction industry with these new regulations: The 
unique travel-related business requirements of the construction industry are not 
means to “shortchange”’ the tax code, but rather to run efficient, productive, cost- 
effective construction companies. 

We applaud your oversight efforts today and the attention of the Congress to this 
issue. We look forward to swift action on the legislation pending to repeal section 
17%b) of the 1984 Tax Reform Act. 


STATEMENT OF ASSOCIATED LOCKSMITHS OF AMERICA 


The Associated Locksmiths of America (ALOA) is the trade association which rep- 
resents 6,000 locksmiths employing 38,000 workers in 11,000 locksmith shops 
throughout the nation. The temporary regulations promulgated by the Treasury De- 
partment on October 24, 1984, January 7, 1985 and February 20, 1985, with regard 
to record keeping for road vehicles pose a unique burdern on, and causes unneces- 
ane oe for, the locksmith industry, and therefore should be modified or re- 
pealed. 


1. LOCKSMITH VEHICLES SHOULD NOT BE DEFINED AS “PASSENGER AUTOMOBILES 


Due to the nature of the locksmith business, most locksmiths use vehicles such as 
small trucks and vans, to carry tools, suppose and parts to job sites in order to in- 
stall or repair locks. Even though such vehicles are usually customized to contain a 
self-sufficient locksmith “shop”, they can readily fall within the definition of “pas- 
senger autombile” as contained within 26 USC 280F(dX5) because they are usually 4- 
wheeled vehicles rated at less than 6,000 pounds gross vehicle weight. Since the 
Congress delegated authority to the Treasury Department to exempt trucks or vans 
from this definition, we believe the Department should specifically exempt vehicles, 
such as locksmith vehicles, which are specifically used to carry out a trade which 
requires transportation of tools, supplies, parts and a working ‘‘shop.”’ 


2. LOCKSMITH VEHICLES SHOULD NOT BE CONSIDERED LISTED PROPERTY 


Even if exempted from the “passenger automobile” definition, locksmith vehicles 
could be subject to burdensome record keeping requirements because they could be 
considered “listed property’ within the “means of transportation” language of 26 
USC 280F(d\4). The new eeuey 20th regulations (Section 1.280F-6T) exempt 
“trucks specially designed for specific business purposes,” which is good in that lock- 
smith vehicles which are “specially designed’ could be exempted. However, this 
same section states that it does not apply to vehicles used for commuting. Since 
some locksmith vehicles, regardless of their design, are small enough so that ney 
aoa be used for commuting, the regulation should specifically exempt locksmit 

vehicles. 


3. LOCKSMITH SHOULD BE EXEMPTED FROM COMMUTING REQUIREMENTS 


Many locksmiths operate on an “on-call basis 24 hours per day, seven days per 
week. As such, they must bring their vehicles home with them in order to quickly 
respond to calls. The regulations do not adequately provide for this type of usage, 
because Section 1.274-6T(c) states that a vehicle “must be kept on the employer’s 
business premises”. Moreover, Section 1.276-6T(d) is no relief because it is not avail- 
able for an employee who is “an officer or a one-percent owner of the employer,” 
and many locksmiths are full or part owners of their small businesses. None of the 
regulations ee the record keeping burden of the small, independent business 
person who is both employer and employee. The regulations should be modified to 
exempt specifically-designed vehicles which are parked at an employee’s home due 
to the fact that they are required for use 24 hours per day. 


~ 
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STATEMENT OF ASSOCIATED SPECIALTY CONTRACTORS, INC. 


The Associated Specialty Contractors (ASC) protest, in the strongest terms, the 
law and IRS regulations which tax legitimate business use of company vehicles. 
While there is some incidental, personal value when used for commuting, the tax 
pola should not discourage such use which is for the benefit and convenience of the 
employer. 

is is not just an issue of backbreaking record keeping. The record keeping could 
be eliminated and it would still be a bad law. This is also an issue of increased 
taxes. 

ASC is a coalition of eight national associations of specialty contractors, listed in 
the Appendix. The segments of the construction industry represented by ASC affili- 
ates consist of about 166,000 business establishments with annual sales of approxi- 
mately 80 billion dollars and with 1.5 million employees. The large majority of these 
firms are small business eer neee 

Last year, Congress passed the Tax Reform Act of 1984. Among other revisions, it 
significantly changes provisions affecting the ownership and deductibility of busi- 
ness vehicles and equipment. Internal Revenue service regulations are further in- 
creasing the tax and paperwork burden on small business, particularly where so- 
called “personal” use occurs. 

- The new rules broadly define “personal” use. Use of a car, van or truck to com- 
mute will be “personal” use even if use of the vehicle is for the convenience and 
benefit of the employer. 

Construction contractors maintain a fleet of cars, vans, and trucks to make serv- 
ice calls and to provide an onsite storehouse for tools, parts, and equipment for use 
at the work sites. It is a frequent and usual practice to require employees to take a 
vehicle home for any one or more of the following reasons: 

a. poke 

b. Lack of storage space at the shop. 

c. Availability for emergency service calls. 

d. Increased productivity. 


SECURITY 


In some construction, it is difficult to maintain security on the job site after work 
hours. Building materials are stolen and vehicles are broken into or vandalized. 
When employees take these vehicles home, they park them in driveways and on res- 
idential streets in neighborhoods. This is far better security. 

If employees — taking vehicles home, the cost to the contractor for security in- 
creases. Either additional security measures must be taken at the job site, or some 
other secured parking facilities in the area must be found. 

The first option increases insurance costs and the second increases storage costs. 
If the vehicles are returned to the shop each day, there is the additional travel time 
and cost to and from the job site each day. If the employee does not take the vehicle 
home, but rather drives to the storage place of the vehicle, the contractor loses 
the productive time while the employee picks up the vehicle and takes it to the job 
site. 


LACK OF STORAGE SPACE 


Because contractors maintain a fleet of vehicles, they do not always have the 
space at their shop or place of business to store them. If all the vehicles are re- 
turned to the shop then the contractor faces increased expense, either to buy or rent 
space for vehicle storage. 

Many employees are requested to take vehicles home because of lack of space to 
store them and a business need to provide secure storage. This “personal” use is for 
the convenience of the contractor. The vehicles and employees are also on call for 
sa gts service, which can be provided more efficiently when employees take the 
vehicles home. 


EMERGENCY SERVICE 


Contractors also require employees to take their vehicles home to have them 
more readily available for emergency service calls. If a consumer calls in the middle 
of the night that the furnace has gone out, an employee can be called and dis- 
patched readily to make the repairs, since tools and equipment are readily avail- 
able. . 3 
Let us track that same emergency service call, if the service truck is left at the 
shop. The consumer calls to report “no heat’. The contractor telephones an employ- 
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ee to make the emergency service call. The contractor must go to the shop so that 
he can unlock the yard where vehicles are stored. Meanwhile, the employee must 
travel to the shop, pick up the vehicle, and then travel to the consumer’s home or 
business to service the “no heat’ call. When the furnace is repaired, he returns to 
the shop to return the vehicle. 

Meanwhile, the contractor either waits at the shop for the return of the vehicle or 
goes home to return later to again secure the service vehicle. Thus, there is signifi- 
cant time, inconvenience, and cost by even more people to service emergencies. 

Since emergency calls are usually billed from the time of the first call to the em- 
ployee to his return home, there is both a significant increase in inconvenience to 
the contractor and an increased cost to the consumer. There is also the negative 
public relations which the contractor experiences by a consumer who believes the 
contractor is taking advantage of the emergency and price gouging. 


INCREASED PRODUCTIVITY 


Employees are compensated from when they start work. In our industry, produc- 
tive work which the company gets paid for does not begin at the office or shop. It 
begins at the work site. Work sites may be miles away and even in communities 
other than the office. 

If all employees report to my place of business at the beginning and end of the 
day, contractors lose productive time. Contractors have to pay employees for their 
non productive travel time to and from the job sites. That increases the overhead 
and cost of doing business. 

However, as small businessmen, we've learned to work smarter! The employee 
goes directly to the job site and begins work there. 

However, he n tools, parts and equipment to work with. 4, our members 
have worked smarter. They have put these items in a vehicle. The employee can 
take part of the “place of business” with him. He can start and end the day without 
ever reporting to the central “place of business’, the office and shop. As a result, he 
can do more oa work in a day which the contractor can bill out. That saves 
overhead and even increases income to make the company more competitive. Com- 
panies have increased productivity when employees begin work at the job site 
rather than at the shop. 


UNFAIR TAXATION OF PERSONAL USE 


To permit this law to continue is just another example of ridiculous government 
regulation sapping productivity, imposing unnecessary cost, and creating inconven- 
ience for the small businessman. This cost is passed on to the consumer. 

If employees continue to take vehicles home, that ‘‘personal” use will be taxable 
to the employee. Some employees have already indicated that they will not take ve- 
hicles home under those conditions. Employees who do would be subject to taxation 
and withholding on the value of the so called “personal” use. 

The rules require a contemporaneous log or di be kept on each use of the vehi- 
cle where any “personal” use is involved. For a vehicle that goes from job site to job 
site or is used by several different employees during the day, that is an extremely — 
burdensome and time consuming chore. It takes away from the productive time 
which should be spent on the job. Failure to keep the contemporaneous record pre- 
sumes that total usage is personal, which increases the employee’s tax burden and 
eliminates the company’s legitimate tax benefits. 

Thousands of employees are going to come to a distinct shock when they find 
greater withholding taxes based on the value of compensation of company vehicle 
use. This was use for the convenience of the contractor. Severe repercussions will be 
felt in personnel administration and employee and labor relations. 

The rules also reduce the tax credits and depreciation which can be taken for ve- 
hicles. The investment tax credit and depreciation must be reduced proportional to 
the pereenye which a vehicle is used for ‘‘personal’’ use. The use of each vehicle 
will vary and each will require separate calculations of the proportions of business 
and “personal’’ uses. 

To farther document the impact on small business, attached is some material pro- 
vided by one of the Associated Specialty Contractors member associations. As a 
member of the National Electrical Contractors Association, Muska Electric has cal- 
culated the financial impact these rules will have on their company, which run 
from 25 percent to 89 percent of income depending on how the company complies. 

The tax credits and de reciation schedules were put in place to encourage invest- 
ment and business growth. Reducing their use reduces the incentive and is counter- 
productive. 
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Recently, the Internal Revenue Service announced that it is issuing new rules 
with standard formula to be used for allocating business and personal uses in lieu of 
the record keeping. For the construction industry, those are of little value. 

While certainly it could relieve contractors and their employees from onerous 
record keeping, it does not solve the basic problem. The basic problem is that vehi- 
cles are used for commuting at the request of and for the convenience of the em- 
ployer. They are serving legitimate business purposes of the small businessman in 
his effort to hold down business expense and maintain productivity. 


CONCLUSION 


The first strike against small business contractors is the backbreaking contempo- 
raneous recordkeeping. This paperwork forces contractors and employees to perform 
countless non-productive hours to help the IRS collect taxes it doesn’t deserve. The 
cost of recordkeeping should vastly exceed the tax collected. 

The IRS has graciously announced that small businesses can avoid the record- 
keeping by following standard formula. Thus, a small business has a choice of keep- 
ing extensive records or using a formula that may limit the tax incentives the busi- 
nessman is entitled to. Both are unacceptable. 

In fact, the IRS is attempting to get a double whammy tax bonanza tacked onto 
the backs of business, particularly small businesses who can least afford it. Small 
business loses part of the value of tax credits and depreciation or small business will 
have to pay higher wages to compensate for the employee’s higher taxes. 

Some may call it revenue enhancement. We call it a tax increase . . . on contrac- 
tors and other small businesses. 

In baseball, three strikes and you’re out. While the government is trying to pro- 
mote economic growth through productivity, it should not be reducing productivity 
through such laws. Businessmen should have the flexibility to run their companies 
to get maximum preductivity. The law and IRS regulations discourage vehicle use 
for the convenience of the employer even though it is in his effort to get the best 
productivity. : 

We appreciate the efforts of those Congressmen, including members of this com- 
mittee who have cosponsored legislation. We believe that the changes in the law 
which require record keeping and increased taxation are outrageous and Congress 
should repeal them immediately. 


APPENDIX.—MEMBERS OF THE ASSOCIATED SPECIALTY CONTRACTORS 


Mason Contractors of America. 

Mechanical Contractors Association of America. 

National Association of Plumbing-Heating-Cooling Contractors. 
National Electrical Contractors Association. 

National Insulation Contractors Association. 

National Roofing Contractors Association. 

Painting and Decorating Contractors of America. 

Sheet Metal and Air Conditioning Contractors National Association. 


[Attachment] 


Muska ELeEctric Co., 
Roseville, MN, January 29, 1985. 


N.E.C.A. NATIONAL, 
Bethesda, MD. ; 


Attention: Robert L. White. 


Dear Mr. Wuite: This letter is in response to your inquiry on the impact of the 
mileage reporting requirements on Muska Electric Company. Muska Electric is an 
electrical contractor employing on the average of 110 Union electricians. Our busi- 
ness was built doing small jobs that average about 100 hours of an electrician’s time 
to complete. 

Several years ago, we found it was to the Company’s advantage to purchase serv- 
ice vans and stock them with material and tools allowing the electrician to drive to 
the job, rather than having him call in for the material and tools needed on the 
jobsite. At that time, we required the electrician to report to the shop to pick up the 
van and return it each night. After further review, we noticed it was costing the 
customer an hour, to an hour and a half every day to have the van come to the 
shop. We made the decision to have the electrician take tha van home and report 
directly to the jobsite. This system worked out nicely for the Company as we were 
able to satisfy our customers by giving them more service for the money. We never 
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looked on this as providing much of a benefit to the electrician because the 
van had large company leering on the 3 and, quite frankly, is somewhat of an 
eyesore in a residen 

The new interpretation of the 1 revenue code by the Internal Revenue Service has a 
very drastic effect on the efficiencies which Muska has developed and fine-tuned 
over the years. Now we are in a position whereby we have three alternatives—all of 
2a cost the Company considerable sums of money. 

The first alternative is to have the electrician fill out the mileage log and 
ee him for the personal commuting miles. Our records show the vans cost about 
35¢ per mile to operate, while a company car cost 25¢ Ber mile. Therefore, we will 
have to charge the electrician 10¢ per ay more than white collar worker who 
has a Company automobile. 

In addition to having to pa ial eat a higher mileage charge, the electrician has the 
tential to have more miles as defined by the code than the white co 
worker. This is ca! by the fact that the white collar worker reports to the shop 
first thing in the mo which, in most cases, is less than five (5) miles; whereas, 
the electrician must go where assigned i in the jurisdiction which can easily be thirty 
(30) miles from his home. This has been brought up by the electricians on many 
occasions, and, to date, one electrician has turned in his van and four others are 
seriously considering doing the same. 

The mileage logs, under this arrangement, would be prepared on Company time 
and would require time on the part of the office staff to compile the records. We 
estimate, on a conservative basis, the lost time would total $81,510 per year ‘plus 
added paper costs of $3,400 a year. (See attachments for detail of costs.) 

2. Our second alternative would be to insist the vans be picked up and brought 
back to the shop each night. Under our Union agreement, electricians would report 
to the shop at starting time and be back at the ain * uitting time. Once again, 
assuming the job assigned the electrician can be ae y (30) miles from the 
shop, we estimate the Seat hy to and from the shop and the jobsite would take 
about one (1) hour per day. This would cost either the customer in lost service, or 
Muska Electric in productivi ity, $302,380. (See attachments for detail of costs.) In 
this case, the electrician would not be charged for any personal use of the vehicle; 
however, he would still be burdened with the record keeping requirements. 

3. Our third alternative would be to ignore the whole reporting requirement and 
not deduct any truck expenses or take any investment credit on our vans. This 
would cost Muska ap poulnaiel $108, 700 p aed ear in additional income taxes. (See 
attachment for de of costs.) This wo dimake the electrician happy as it would 
reduce his record keeping and cal ist him to continue as usual. 

As you can plainly see, at best, none of these situations are acceptable to Muska 
Electric as the costs run from 25% to 89% of our average income for the past four 
(4) years. Now the queston arises—what does the Federal Government derive from 
this? Based on the ‘act that at best, the electrician will include $4.00 Hee day as 
income (i.e., all trucks are used for commuting only) and, it appears, the average 
electrician is in the marginal tax bracket of 30%, the taxes generated will amount 
to $14,352. (See attachment for detailed analysis.) This revenue; however, will be 
more than off set by loss of income taxes from either Muska Electric or its custom- 
ers. 

Sincerely, 

RANDOLPH C. LUHRS, 
Controller. 


Muska rere Co., cost of record keeping 
Electrician time spent pecedipiels Sam eage records (%) one quarter hour 
or 07.5 per 


id day for 46 electricians, or week at $25.00 per hour................ $1,437.50 
ce staff time spent collecting mileage records, compiling the totals, 
and verifying their completeness. 10 hours per week at $13.00 per hour 130.00 
Weekly costs of recordkeeping .................scccssscscsssssssesseeeees sessnveecnnsecenees 1,567.50 
WEL Y COREE siesicesessitse ca cassaeeictnnssuhaaose bad cbahas cleespacindenceesecetussontoandabennecevaiveceetns 81,510.00 


Muska Electric Co., bookkeeping costs for record keeping and accounting 
Yearly costs: 
Computer programming for payroll charges—80 hours at $35.00 per 


Conversion of payroll checks (i.e., old checks which would be de- 
stroyed because they cannot record mileage Charge)...............scscscessees 400.00 
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Cost of forms to be completed by electricians...................sscsscsssssssesssseseees 200.00 
Total year] y COGt= i ssiiecce ss sista eoe chess casita ec esdeshasdssetacs dees uasaanieaalesedanecels 3,400.00 


Muska Electric Co., cost of recordkeeping and lost time assigning trucks kept in shop 


Electrician time rare eal commuting from the shop to the jobsite and back 
again, recording mileage Loge, one (1) hour per day for 46 electricians, 


or 345 hours per week at $25.000 per hour ?................ccsccssssssssssescsssecesesneeeess $5,750 
Office staff time spent collecting mileage records, compiling totals, and 

verifying their completeness—5 hours at $13.00 per hour..................:c000 65 

Weekly Lost Time and Recording Costs.......... se sechasteca ateescodenes oar cedeaes 5,815 

TY OOTY CORE ascass cece sessce ctu ccensecssencvsscuasecescanions oot eenen ase eK 302,380 


1 Our typical work territory may range from up to 40 miles on the shop with the average 
job being at least 20 miles from the shop. 


Muska Electric Co., costs no deductions taken by the company 


Van mileage for nine (9) MONEHDB...............cccscccsccsssscssssccssscesccsssesssssscesesesseecsesees 482,363 

PAVATAUGLIZO TTC 5 oe doce nkc se cnccevsactedesvarardcuscdacsesstcatcdetwenaeovveeestacccaccuticresseiees x12/9 

Annualized miles for Van ................sssccccsssscccsssssssssecsssenssosssesnsscsssonsceess 643,151 

Operating and maintenance costs 643,151 miles x 19¢ per mile.................... $122.200 

Depreciation Oxpense..............ccccssscssscccsssscesscsessscssscessssecesssesssseesssscssnscesscesssseesses é 101,200 

tat expenses NOt deducted .............-csecsscecsssseseessneesessseessensensessseescensenees 223,400 

TAX TALC (OCU) socsct sc icceencecitte hess ese is eetmasseos orcas 46 

Additional taxes to be paid ..............cccccsccssscsssscscsccscssscesscesscseesccecsssseeeeceses 102,764 

Investment tax credits ae ($506,000 x 6% +5 years) .........ccccccsecsseeees 6,072 

Total Cost to COMPANY 25.55 sis055 5c essoi das ccsescitasactndecccs ee oeaveeidaces ae ascnaeeeci aed 108,836 
Muska Electric Co., van recordkeeping effects on company profits 

Average income for past four (4) years .............ccscccsscssssccsssccsssessscessesssscsssesees .. $339,650 

Cost of alternatives: Percent shay 

DB S302 S80 etc ce eee ee ee ee eee nee 89 

Bs DIOS OO csscsesestcastiaceccvpcsucesceaet cssstoawsaudsueixasessecsdeucsxcinidasesssuaieeatsvisaonseen tees 32 


1 Under this situation, we would obviously raise our selling price. 
e 
Muska Electric Co., van costs per mile 





Cents 
Operating and maintenance expense rad a mile (see detailed listing).................... 19.0 
Depreciation costs per mile (see detailed listing)....................ccsccsssssssssssrssssscrssesees 15.7 
Total Cost Per Mill Oise cecsetccocscced sess icacactetevcaloccancdilecds esensavaed at cccaanasansae eae 34.7 
Muska Electric Co., depreciation cost for the 9 months saiiig Dec. 31, 1984 
Assumptions: 
Averaie vehicle feet .ciciesssasseicssssscsaccensesccseczssivesue tanta checicvadeauieiesedectessviacese 46 
Average vehicle life (yr) ............:cscsssssssssssssssssssesssscsssssesesscsseesessseesssreseesecsees 5 
Average vehicle COSt............sccsscsssscssccssssesssssccssesesssssssssssscesscesesessecesssesscenees $11,000 
Yearly depreciation: 
COB cts cece e eh Bia Gates eee ee cea oaceaden ules eens dae tena eas $11,000 
MY RNC NOS sess ccs aesi ects ces wene siete sons ash ctancstuss aceon wth dacaeteeeacaacsesancauanGeoesneuseese < 46 
NWGATS OL SOV ICE sais cssccscicsshscclesesdcesaciviessncsesisentesaccalnnaassanceotanccsussteir sation 506,000 —5 
Yearly Ge precie tron icici ccisccccsiscis casted cestee rank eaaaeavehiichess assoc eden acids 101,200 
r mile: 
Carly depreciation .............sscsscscssesscsessssesseccesetsnessnsaseneesssseeseesenees 101,200 x “2 
Depreciation for 9 MOnths .................ccsssssssssssessscscsscstsssessssnsssscsessssesseesseees 75,900 


Depreciation $75,900 divided by van miles ! 482,363 equals 15.7¢ per mile cost. 
1 This represents total miles driven by service vans only. 


240 


Muska Electric Co., vehicle maintenance and operations expense for the 9 months 
ending Dec. 31, 1984 


WeNIClO DATS ee hee eee ot eee neva es $19,133 
Outside vehicle re pairs .cscoisccsccdchedsceesecegcccesigesedeiondeesevaccdeeesespadaborecstedenedtnecciinabees 8,740 
Gasolin€ and: Othe ecg: estore eh ets isn eldcaeh eta epeea ieee assy eased 60,758 
Insurance dnd NCense xis o oss es essssseccs teatediteeencaicasheie el dees eds spsecenerees 8,060 
1 Cored 0121 0 Coda 2 = eee ee Oe ene eer 24,000 

Total vehicle expense .................:ccccccssescecssessecssesescsessessseescssssessesssseeaceseeseees 118,089 


Cost per mile driven: $118,089 divided by 621,059 ' equals 19.0¢ per mile cost. 


1 This represents total miles driven by all company vehicles. (This is done because no detailed 
records are kept which separate company automobiles.) 


Muska Electric Co., additional taxes raised by charging electricians 


46 electricians at $4.00! per day or $20.00 ..0............. cc cscssccsssesseeseseeessenseeseeeens $920 
WV COR 5 Bi VCO oss soa ise a sh scotia aac eden Paces idatacescotsesaseas ues x52 
Taxable EnCome iscsi ies ccssccsove cose dae eines echsase heavens Raecoaencecs 47,840 
Effective: Tax: Rate (Ct) ciccieeesccdbnacciseeccieseconssagesscotavasszacd tet Waeriochsctleavesienves 30 
Tax Revenue Generated ...............cccccccccssceseccccescsccsscssssccesccsccsssssccsscsssssscesecs 14,352 


1 Note that Company policy states vans may be used personally for commuting purposes only. 


Muska Electric Co., service van material and tools listing 


A typical Muska Service Van contains the following list of materials and tools: 
1500 different items of material which includes, but is not limited to wire, pipe con- 
nector, fittings, cable, boxes, fuses, ballasts, locknuts, knockout seals, bushings, 
washers, nipples, switches, plugs, relays, timers, cover plates, straps, breakers, tape, 
scotchlocks, clamps, couplings, screws, and nails. All of these items come in several 
sizes, shapes, makes, and colors and must be stocked on a service truck. 

Standard tools on a truck consist of the following: 4 ft. Ladder, 6 ft. ladder, 8 ft. 
ladder, 24 ft. ladder, 4%’ pipe bender, %” pipe bender, 1” pipe bender, 1%” pipe 
bender, %” variable speed reversible drill, ¥%” hammer drill, %” angle hammer 
drill, 100’ fish tape, 25’ extension cord, 50’ extension cord, 100’ extension cord, am- 
probe, first aid kit, hard hat, 2 pair safety glasses. 





ATI, 
Baltimore, MD, February 2, 1985. 
JOSEPH K. DowLEy, 
Chief ae Committee on Ways and Means, House of Representatives, Washing- 
ton, : 

DeaR Mr. Dowtey: I am offering this Statement for inclusion in the written 
record of the House Ways and Means Committee’s hearing, on March 5, 1985, on the 
recordkeeping requirements for automobiles and other property. 

As a small business owner with 30 employees and various automobiles and trucks, 
I am truly annoyed at the burdensome and time-consuming requirements of contem- 
poraneous recordkeeping. 

First, most of the employees who drive our vehicles are unskilled, “bluecollar’’ 
type individuals and for every time they remember to log an entry, they forget one. 
Vehicles are jockeyed around, record books are brought in for an employee to fill 
out while the next person may hop in the same vehicle and go off on a different 
task. Here it is February 21st and one book has already been lost; one vehicle has 
three books completed! 

Like every other tax requirement, the honest folks will abide by them and keep 
the records and do everything they are supposed to do. The dishonest ones will 
surely find ways around every requirement they dislike. Ultimately, the burden 
falls on the honest individuals who painstakingly comply with the tedious tasks as- 
signed, pay their dues, complain betterly to themselves and their neighbors, and 
wonder why “somebody doesn’t do something to change this awful mess”’. 
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Please scale down these recordkeeping requirements. We are already overbur- 
dened with paperwork. If it’s employee, employer fringe benefits you are aiming at, 
shoot squarely at the target, the fallout is unbearable! 





incerely, 
Lynn F. BEATTIE, 
Vice President. 
ATxKIns Bros EQUIPMENT Co., INC. 
Grand Prairie, TX, February 25, 1985. 
aaa hte Office Buildi 
rt ouse ice DULIAINg, 
Wa ington, DC. 


Dear Mr. Frost: We appreciate your support and the fine job of following up on 
the I.R.S. regulation concerning business and personal use of automobiles. 
We want to go on record as supporting a vote to repeal this requirement. 
Thanks again for giving us the chance to voice our opinion. 
Sincerely, 
R. W. ATKINS. 





STATEMENT OF Hon. CHET ATKINS, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF MASSACHUSETTS 


Mr. Chairman, members of the Committee, I am pleased to have this opportunity 
to present to you my views, and those of some small businessowners from my area, 
on the Internal Revenue Service’s regulations regarding the record-keeping require- 
ments for the use of vehicles for business purposes. 

Let me say, first of all, that this is the first statement I have submitted to any 
House Committee expressing my views on a matter of public policy. I’m pleased that 
it is on the subject of making the government less of a hindrance in the efficient 
operation of the economy. How government and the private sector relate to each 
other is critical to the health of our economy. I firmly believe that the role of gov- 
ernment must be to act as a partner with the private sector when we can be helpful, 
to regulate excesses of powerful interests when such action is necessary to protect 
the public interest, and to avoid saddling businesses, and especially small business- 
es, with senseless requirements that increase the cost of doing business without con- 
tributing to the public good. 

The regulations that IRS adopted on the record-keeping requirements for business 
vehicles are, in my view, a classic case of government run amok. 

It didn’t have to be that way. The provision passed by the Congress requiring that 
“adequate contemporaneous records’ be kept was aimed at two areas of taxpayer 
noncompliance. The first problem was that taxpayers who own their own vehicle 
were overstating the business use of the vehicle and claiming excessive tax deduc- 
tions. The second was that in cases where vehicles were provided to employees by 
' their employers, the income attributable to personal use of the vehicle was being 
understated. 

I don’t believe anybody would take issue with the congressional intent in taking 
that action. Our tax system is based on the notion that everybody should pay his or 
her fair share. And we now know, with some $90 billion in revenue being lost to tax 
fraud and the underground economy, people are losing confidence in the system. 
That’s a perfectly reasonable reaction, and it’s why the subject of reforming the tax 
code is picking up such momentum. 

But it’s ridiculous that at the same time we're all talking about ways to simplify 
the tax code to make it more comprehensible and fair to the average taxpayer, the 
IRS has put forth regulations that are incomprehensible and impose grossly unfair 
obligations on people who use cars and trucks in their businesses. 

The IRS basically took a well-intentioned attempt to increase compliance with the 
law and turned it into an all-out assault on honest businesspeople. In the name of 
collecting an estimated $150 million in revenue, IRS imposed a huge paperwork 
burden on businesses and individuals that has been conservatively estimated at $3 
billion, with some estimates as high as $7 billion. At a time when we need to in- 
crease public confidence in government, some three million businesses have a new 
reason to think the government is not their friend. 
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I’ve heard from many small businesses in and around my district on this matter, 
and their letters demonstrate just how serious a problem these IRS regulations 
present. 

A company that specilizes in high voltage emergency testing and repair work 
needs its employees to be on call 24 hours a day, 7 days a week. In order to be as 
prompt as possible in responding to calls, employees are permitted to take company 
vehicles home. The company has examined alternative methods of doing business, 
including having central areas where people could drive to pick up a vehicle before 
leaving for a job. They found that such a change would increase their costs by eight 
to ten thousand dollars a year. And in addition to the increased cost from the 
change of procedures there is the burden of keeping the day-to-day records. 

I think the president of the company reminds us of a very practical reality when 
he writes, “we find that our people consistently forget to keep track of their mile- 
age. I am not sure what kind of a blunt instrument I would need to get this done!” 

The Massachusetts Council of Construction Employers raised, among other issues, 
the problem of theft or vandalism that faces companies if vehicles, mainly vans and 
trucks, are left on the job site overnight. They also mention the likelihood that 
severe repercussions from this policy could be felt in the areas of labor-management 
relations and personnel administration if sharp changes are forced in the behavior 
of employees who have had access to ponpeny vehicles for personal use. 

Finally, I heard from the owner of a flower and gift shop in my district. I think . 
Ill let the shopowner’s words speak for themselves. She wrote, ‘The regulation re- — 
cently proposed by the IRS imposes an impossible record-keeping burden on small 
businesses such as ours. . . . We believe this IRS regulation could significantly in- 
crease our cost of doing business and even (affect) our ability to stay in business.” 

These three letters are typical of the dozens I’ve received. They demand relief, 
and they deserve it. Obviously Congress did not intend to impose that kind of 
burden on small businesses. Nobody excuses tax abuse. But you can’t address tax 
abuse on the part of a small minority by inflicting new and excessive paperwork 
burdens on thousands of honest business people. Excluding procurement matters, 
the IRS already accounts for almost two-thirds of all government paperwork re- 
quirements for small businesses. We have an obligation not to add to that burden 
unless it’s absolutely n 

These regulations on the use of business vehicles aren’t necessary, or even useful. 
They’re a nuisance. I urge the committee to scrap them and to find an alternative 
way to achieve the total set in last year’s legislation consistent with the limited, 
legitimate objective of curbing tax abuse. . 





STATEMENT OF DONALD A. RANDALL, ra oF AUTOMOTIVE SERVICE CouNcILS, 
C. 


The IRS contemporaneous recordkeeping requirements for employee use of busi- 
ness vehicles represents a costly burden on small business. Automotive Service 
Councils, the largest national trade association representing independent repair 
shops, believes that our members contribute to the vitality of the nation’s economy 
while concurrently serving the interests of the communities in which they operate. 
The contemporaneous recordkeeping requirement will force ASC members to divert 
their resources from their present productive application and instead allocate such 
resources to the area of additional recordkeeping. This unproductive trade-off serves 
neither the best interest of our nation or the communities across this nation in 
which ASC members provide important repair services. 

IRS has stated its intent to modify this requirement, however, it makes no sense 
to amend a bad law. ASC urges the repeal of the contemporaneous recordkeeping 
requirement for company owned vehicles. This requirement is incongruous with the 
goal of this Administration—the growth of a dynamic economy. Furthermore, this 
rule is inconsistent with the stated conscience of Congress. Congress passed the Pa- 
. perwork Reduction Act of 1980 which, as public law, has eliminated approximately 
477 million hours of annual paperwork for individuals and businesses. Congress has 
stated its explicit belief that small businesses should work for themselves serving 
their customers rather than working for the government completing federally re- 
quired paperwork. 

ASC recognizes the underlying concern which IRS is trying to address. Namely, 
some employees abuse the use of company owned business vehicles. Although ASC 
sympathsizes with IRS’s concern, the contemporaneous recordkeeping requirement 
penalizes companies whose employees comply with the law. In aggregate, the eco- 
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nomic costs of this requirement certainly outweigh the potential benefits it will pro- 


vide. 

Ironically, the contemporaneous recordkeeping requirement will be counterpro- 
ductive for the Treasury. For every one instance where an employee is forced to pa 
additional taxes because their excessive use of a company owned vehicle is consid- 
ered a taxable fringe benefit, there will be hundreds of cases where the tax base of 
companies will be reduced due to the reallocation of resources into the unproductive 
activity of recordkeeping. In effect, this provision will not represent a windfall for 
the treasury but ins represents a draw on already strained federal resources. 
Small business and the nation cannot afford any contemporaneous recordkeeping 

uirement. 

utomotive Service Councils appreciates the sd tobe: to present this written 
statement, for the record, to the House Ways and Means Committee. ASC’s interest 
in seeing the contemporaneous gered requirement repealed is not parochial. 
As represented by the diversity of individuals and associations presenting testimony - 
to this committee today, repeal of this rule is in the best interest of small business 
and the national economy. 





AUTOMOTIVE SERVICE INDUSTRY ASSOCIATION, 
Chicago, IL, March 4, 1985. 
Hon. Dan RosTENKOWSEI, aA 
Chairman, House Ways and Means Committee, House of Representatives, Longworth 
House Office Building, Washington, DC. 

Dear ‘CHAIRMAN ROSTENKOWSKI: On behalf of the Automotive Service Industry 
Association, I want to express our appreciation to the House Ways and Means Com- 
mittee for. holding these timely hearings and for the opportunity to express the 
views of the automotive aftermarket on the issue of tax recordkeeping requirements 
for business use of motor vehicles. 

The Automotive Service Industry Association (ASIA) is the automotive world’s 
largest and most comprehensive organization. Its membership encompasses more 
than 8,500 independent automotive wholesalers, warehouse distributors, heavy-duty 
parts and equipment distributors, automotive electric service distributors, manufac- 
turers’ representatives, manufacturers and remanufacturers of automotive replace- 
ment parts, tools, equipment, chemicals, paint, refinishing materials, supplies and 
accessories. 

The recordkeeping rules for deductible motor vehicle expenses promise by 
the Internal Revenue Service impose time consuming requirements which are 
counter-productive, cumbersome and unnecessary. ASIA voice its strong objections 
to IRS when the rules were originally proposed, Lamar d out that there are numer- 
ous other means by which business use can be established that would not present 
such an undue burden. The costs and burdens imposed by the IRS rules are dispro- 
portionate to any tax revenue benefit that can conceivable result from implementa- 
tion of the rules. 

The response of the automotive aftermarket industry has been overwhelming. 
Members of our industry A papas in the strong objections voiced by every tax- 
payer segment, that the IRS rules are self defeating and create a nightmare of pa- 
perwork which substantially interferes with the conduct of business. 

The Internal Revenue Service has taken some action to make the rules less oner- 
ous, but the revisions to the rules result in sia Baan relief and do not solve the 
'abvagrage ASIA is pleased that an attempt has been made to alleviate the problem 

ut it continues to believe that a general repeal of the appropriate sections of the 
law is absolutely necessary. 

It is the law itself that 1s the problem. The law specifically requires that a taxpay- 
er substantiate a business use deduction by ‘“‘adequate, contemporaneous records.” 
Prior law required substantiation by adequate records or by sufficient corroborative 
evidence, a much more reasonable requirement. 

The problem is not going to disappear unless ae acts to repeal the adequate 
contemporaneous recordkeeping requirements for business use of motor vehicles. 
The may issue new rules which reduce the harshness of this particular provi- 
sion of the law, but these new rules may also be reconsidered at a later date and 
even that slight reduction of harshness may be eliminated. 

Legislative action both appropriate necessary. The confusion and uncertainty in 
the business community created by the inclusion of the contemporaneous language 
in the Internal Revenue Code must be reversed. ASIA strongly urges immediate 
action to repeal the adequate contemporaneous recordkeeping requirements in the 
law. 
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We respectfully request that this letter be made a part of the hearing record and 
ae you for giving us this opportunity to express our views on this important 
matter. 

Respectfully submitted. 
JOHN W. NERLINGER, 
ident. 


STATEMENT OF Hon. CHARLES E. BENNETT, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF FLORIDA 


Mr. Chairman, I would like to thank you and the other Members of the Ways and 
Means Committee for this opportunity to share with you the concerns of my con- 
stituents over the recently enacted laws requiring “adequate contemporaneous 
records” for business vehicles. 

Since the beginning of the year I have been receiving a continuous flow of letters 
in opeeeor to the new procedures. While I strongly support legislation to close 
loopholes in our tax system, I also recognize that we must not at the same time 
penalize those taxpayers who faithfully abide by the laws and regulations of this 
country. In our haste last year to catch those individuals who were falsely claiming 
deductions or credits for the business use of vehicles, we failed to accurately assess 
ae ee our proposal would have no those businesspersons who honestly report 
such use. 

The new IRS automobile recordkeeping regulations force honest businessmen and 
women to keep time consuming and unnecessary records in order to deduct the 
proper percentage for their vehicles, while the 70% to 80% automatic deductions 
are available to those individuals whom the regulation was designed to catch. We 
must eliminate this unnecessary and unfair burden we have imposed upon honest 
taxpayers. 

Your hearing on this subject is the first careful step that will lead to a solution to 
this problem. I hope you will take into consideration not only businessmen and 
women who are taking unfair advantage of the tax system but also those who pay 
their fair share of taxes year after year. 

Thank you again for the opportunity to testify before your hearing. 


STATEMENT OF HON. SHERWOOD L. BOEHLERT, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF NEw YORK 


Mr. Chairman, I thank you very much for the opportunity to present this testimo- 
ny on the auto record-keeping regulations we have heard so much about. I commend 
you for acting swiftly to address the issue. I would also like to take this opportunity 
to thank all of my colleagues who have been so active in promoting legislation to rid 
the tax code of these ridiculous regulations. 

Mr. Chairman, the case before us is a classic example of a Congressional slip-up 
made worse by bureaucratic bungling. Congress tucked the provision requiring “ade- 
quate contemporaneous records” into the Deficit Reduction Act of 1984 without dis- 
cussing the idea in either of the tax-writing committees, and then left it up to the 
IRS to write in the details. Will wonders never cease? 

The original IRS regulations required a journal with separate entries made every 
time business property, such as an auto, truck, or even a personal computer, is used 
for any purpose. The entries have to incude the date of each use, the name of the 
user, the number of miles driven or the amount of time used, and the specific pur- 
pose of the use. Any personal use of the vehicle, such as a run to the McDonald’s for 
lunch, or a drive into town for a haircut, would have to be equally well-documented. 

Now, in response to the flood of justifiably angry mail that you and I and the 
Treasury have received, the IRS has ‘simplified’ those record-keeping require- 
ments. Now we have four different categories of usage, each with its own defini- 
tions, rules, requirements, and limits. Some simplicity! My tax returns are easier to 
understand. 

Mr. Chairman, the hassles of complying with these regulations fall not just on a 
major corporation like AT&T, with more than 22,000 service vehicles on the road— 
aaa I ask you to consider the enormous cost that the consumer would pay to keep 
track of all those vehicles—they also fall on every farmer with a pickup truck, every 
salesperson, electrician, plumber, and repair person with a car or truck, and on every 
young enterpreneur with a new personal computer. The burden falls heaviest on those 
small businesses that are the backbone of our economy, and the spearhead of our 
economic recovery. 
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My good friend and colleague from New York, Mr. Horton, chaired the Commis- 
sion on Federal Paperwork from 1974 to 1977. At the conclusion of the Commission’s 
review of federal paperwork, Mr. Horton said the following words which fit this sit- 
uation so well. He said: 

. The vast majority of Americans want to obey the law. Most Americans want 
to cooperate and participate in furthering . . . national goals. However, these people 
car be frustrated by a Government which, in their view, does not trust them... . 
Countless reporting and recordkeeping requirements . . . have been instituted based 
on what we view as a faulty premise that people will ‘not obey laws unless they are 
checked, monitored, and rechecked.”’ 

How perfectly those words decribe my feelings today. 

Our constituents do not have the time to keep detailed diaries for the federal tax 
collector! The average American pays his fair share of taxes and obeys the law, and 
doesn’t need this Big Brother-style harassment to keep him in line. 

That's why I urge this committee to quickly approve legislation that would repeal 
that provision | of the Tax Reform Act of 1984 which calls for “adequate contempora- 
neous records.” We made the original mistake—now let’s fix it. 

Thank you, Mr. Chairman. 


ARLINGTON, TX, February 28, 1985. 
Congressman MARTIN F Rost, 
24th District, Texas, House of Representatives, Longworth House Office Building, 
Washington, DC. 

DEAR CONGRESSMAN F Rost: I understand that the House Ways and Means Com- 
mittee will be holding a public hearing on the new IRS regulations regarding the 
requirement to keep “adequate contemporaneous records” for automobiles and cer- 
tain other vehicles. I also understand they will accept written comments from the 
public. Will you please forward this to the committee so they can have the following 
comments for their records. 

In my opinion, most Americas are not trying to avoid the payment of any taxes 
they justly owe. For those that are, there should be enough laws on the books to 
penalize and discourage them if the laws are enforced. 

The recordkeeping requirements for automobiles is too burdensome and complex 
and should be repealed altogether. The amount of paperwork and man-hours re- 
quired to comply with this directive would be staggering for the individual and com- 
panies involved as well as the IRS. 

We are already hobbled by excessive federal one and I again ask that you 
support me in getting this IRS regulation repeal 

Thank you. 

JOHN BOONE. 

Letters identical to that above were also forwarded by Congressman Frost from 
the following: 

Richard W Bushman, el n, TX. 

Wayne Harper, Arlington, T 

Larry Heider, Arlington, TX. 

Garry L. Horton, Arlington, TX. 

Kurt Kleinsorage, Grand Prairie, TX. 





STATEMENT OF Hon. FREDERICK BOUCHER, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF VIRGINIA 


Mr. Chairman, I would like to commend you and the members of this Committee 
for responding to the concerns of millions of American business men and women, by 
holding these hearings to examine the proposed modifications to Internal Revenue 
Service regulations mandating contemporaneous recordkeeping requirements for 
the business use of automobiles and trucks. I appreciate having this opportunity to 
share with you my concerns on behalf of hundreds of business men and women 
throughout my district in Southwest Virginia. 

I share the Committee’s goal of restoring fairness to our federal tax system and 
the American taxpayer’s trust in the system. Public Law 98-369, the Deficit Reduc- 
tion Act of 1984, attem po tn to close loopholes and reduce noncompliance in the 
system which threatened that sense of fairness. However, I share our business com- 
munity’s concern that the new IRS requirements implementing several provisions of 
the 1984 Act impose unnecessary paperwork burdens on businesses and are counter- 
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productive. In fact, the unintended effect of these regulations may well be a drain 
on our nation’s business resources and productivity which we can ill afford. 

ee ee ee 
payer which t the exact amount of business use of a vehicle. As a result, 
daily logs must now be kept by businesses indicating the i i 
ness or personal trip, all expenses i for the operation of the vehicle, the pur- 
pose of the trip and the name of the driver. An entry must be made every time the 
vehicle is driven. Previous law required only that sufficient reocrds and receipts be 
maintained or be reasonably reconstructable to document claims for business deduc- . 
tions. 

I am of the view that the imposition of these paperwork requirements on the ma- 
jority of honest taxpayers in order to eliminate the abuses of a few companies and 
individuals will force taisifieasce to divert attention from productive business activi- 
ties. Moreover, I do not believe that such strict requirements will materially im- 
prove compliance with Internal Revenue Code requirements for deductions associat- 
ed with business usage of vehicles. 

Last month, in response to the tremendous public outcry against the proposed reg: 
ulations and the opposition of almost 200 of our colleagues in Congress, the IRS an- 
nounced revisions to the recordkeeping requirements. The modified regulations do 
address the concerns of many farmers, sales and service personnel and those indi- 
viduals who do not use business automobiles for commuting purposes; however, un- 
necessary recordkeeping burdens remain for the majority of honest American tax- 
payers affected by the new rules. The proposed modifications to the IRS regulations 
are insufficient. Further action by this Committee is required. 

I have joined a number of my colleagues in cosponsoring H.R. 531, legislation to 
repeal the excessive reporting provisions of the Act. This measure, introduced by 
Rep. co Anthony, will restore the more modest recordkeeping requirements of 
prior law. . 

I urge the Committee’s prompt favorable consideration of H.R. 531. It will relieve 
our nation’s businesses of these unnecessary recordkeeping requirements. The fedral 
government should be a partner, not an adversary, in our efforts to improve busi- 
ness efficiency and the American economy. 





WasHincTon, DC, March 6, 1985. 
Mr. JosePH K. Dow Ley, 
Chief Counsel, Longworth House Office Building, Washington, DC. 

Dear Mr. Dow.ey: Our law firm is writing on behalf of the Brick Institute of 
America “BIA”, a non-profit trade association located in Reston, Virginia. BIA has 
as members over 90 brick companies representing approximately 75% of the na- 
tion’s annual brick production. 

The reason for this letter is to submit comments for the printed record of the 
Hearing of the Committee on Ways and Means on the Department of Treasury’s 
Recordkeeping Requirements for Automobiles and Certain Other Property. BIA 
strongly supports H.R. 531, a bill to repeal § 179 of PL 98-369, the Deficit Reduction 
Act of 1984 (The Act). This bill would eliminate the contemporaneous recordkeeping 
requirements. 

In prior comments to the Department of Treasury, BIA has advocated an easing 
of the administrative burden which results from compliance with the recordkeeping 
requirements. On February 20 the IRS revised its requirements in an effort to ease 
this burden, however BIA members strongly believe that the requirements are still 
unduly burdensome. For example, the rule changes do not provide an adequate defi- 
nition of “sales and services.” It still requires business people to maintain burden- 
some records to prove that business use is higher than 70% for automobiles and 
80% for trucks or vans. The rule also fails to recognize that people doing similar 
jobs have different patterns of business use of vehicles. 

BIA members believe very strongly that the recordkeeping requirements should 
be repealed so that the standard of proof would revert to the previous requirement 
that taxpayers produce “adequate” proof of their claim of business use of vehicles. 
BIA recognizes that Congress has a legitimate concern in addressing noncompliance. 
However, placing an unreasonable administrative burden on all businesses of every 
size and on their employees appears to be overkill. It may even adversely affect 
worker productivity. 

BIA urges the Ways & Means Committee to advocate the repeal of the adequate 
contemporaneous recordkeeping requirements under § 179 of the Act. The Commit- 
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tee could then study whether Sha noncompliance is pe aicaied broad to re- 
quire more than “adequate’ 
Respectfully submi 
Davin C. Evans, 
Counsel, Brick Institute of America. 





STATEMENT OF SHERWYN E. SyNA, MANAGING DireEcTor, BUREAU OF SALESMEN’S 


NATIONAL ASSOCIATIONS 
On behalf of 20,000 traveling sales representatives who are com rebate by com- 
mission and pay their own business travel expenses, we wish to ress the tempo- 


rary income tax regulations relating to the requirement of Heri ag 274(dX4) (as 
amended by the Tax Reform Act of 1984), and as modified and issued by Internal 
Revenue Service on February 7, 19 

Specifically, we will address those portions dealing with adequate contemporane- 
ous records for business travel and records for automobiles and certain other vehi- 
cles used in business travel. 

The interest of BSNA in this matter is intense. Our members represent manufac- 
turers of apparel, accessories, shoes, and toys. In pursuit of their livelihood, these 
small business people drive 30,000 to 60,000 or more miles per year. Most of their 
vehicles are automobiles designed primarily for passenger use which have the larg- 
est trunks available. Others, and the number is growing, have vans, mini-vans or 
mobile homes outfitted as showrooms for their work. 

Regardless of the type of vehicle they drive, it is their office and carrier of per- 
haperm ore than 1,000 pounds of samples. 
veling 45 weeks per year is costly. Bureau members are conservative in their 
expenditures, yet obviously have a much higher-than-normal ratio of business travel 
expenses to income. IRS routinely audits or, perhaps better stated, over audits, our 
members more frequently than taxpayers with lower ratios. In anticipation of an 
audit, therefore, sales representatives generally keep much-better-than-normal 
records and substantiating documentation. 

The purpose of the automobile tax law adopted by the Congress in 1984—to elimi- 
nate abuses—was certainly meritorious. 

Congress's objective got lost, however, in the subsequent rush by the Treasury De- 
partment to tax unreported fringe benefits. And this objective was buried by hastily 
drawn ninedd cy kom cece that were onerous and extremely burdensome. 

The hue and m taxpayers who do not wish to become IRS's bookkeepers or 
to turn their aeccontante into policemen was great, understandably. IRS rightly re- 

sponded by modifying certain of its proposals as is being dlisciseed | at today’s hear- 


ing. 
The vast majori ity of those members of Congress who voted for the Deficit Reduc- 
tion Act of failed to consider the potential im of the addition, in Confer- 
ence Committee, of the word “contemporaneous.” This is easily understood in view 
of the length of the document—6,500 pages—and the complexities of tax law. 

The Congress rightly wanted to limit the depreciation and investment tax credit 
available to those providing the car and the un ab san benefit to the operator. Ap- 
propriately, there was substantial support for the requirement that a vehicle be 
used for business at least 50 percent of the time to be eligible for ITC and Acceler- 
ated Cost Recovery System Depreciation. 

For the small business person who engages in extended business travel and de- 
pends upon a business vehicle for a livelihood, the regulations issued by IRS in Oc- 
tober, 1984 were so involved and time consuming as to constitute “busy work.” They 
did no more to document actual usage than do the traditional recordkeeping re- 
quirements. 

Anyone who wants to bend the rules can do so at the end of a day, a year, or at 
any other time an entry is made in a log. Those who would conscientiously try to 
comply with the October 1984 requirements would suffer the penalty of interrupting 
potentially productive, income-producing time to satisfy an absolutely needless re- 
quirement. 

IRS’s modified regulation is based on a much more common sense approach. 
Allow me to draw a contrast. 

The regulation issued in October, 1984 required that, “at or near the time of oc- 
currence,’ a taxpayer intending to claim a business deduction for a vehicle record 
the: (a) purpose of the trip; (b) destination; © contacts made, and (d) beginning and 
ending mileage. 


49-094 0 - 85 - 9 
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For a sales representative who makes several sales calls per day, in the same or 
different cities, and uses the vehicle exclusively or nearly exclusively for business, 
such a requirement takes time away from productive selling efforts. 

The October 1984 contemporaneous log proposal also suggests a sensitive collater- 
al issue. An experienced professional sales representative develops and refines sales 
techniques designed to appeal to specific customers. Over a course of years, the sales 
representative may deem it advantageous to engage in considerable missionary 
work with accounts that may produce little or no immediate return. 

The contemporaneous log creates an admissible business record that would allow 
IRS as well as third parties to question a sales representative's enlightened but pri- 
vate business judgment. Such a document could terribly misued by a principal 
looking to manufacture reasons to justify any number of improper actions, including 
withholding payment of earned commissions. 

IRS’s modified regulation on this point is much more sensible. As published in the 
Federal Register on February 20, 1985 (page 7039), the Service used this example: 
“.. . use of a passenger automobile by a saleman for a business trip away from 
home over a period of several re may be accounted for by a single entry.” 

We would support IRS’s modified regulation as being reasonable. The Bureau has 
encouraged similar recordkeeping for many years. We provide, in fact, weekly travel 
and entertainment expense logs designed according to IRS’s requirements; the form 
has the “unofficial” approval of the Service. 

The large number of bills introduced by members of Congress to repeal the re- 

uirement for “contemporaneous” recordkeeping is resounding evidence of public 
dinas tisfaction. These bills were sponsored, of course, in response to pleas from their 
constituents who are already burdened by paperwork an time-consuming record- 
keeping. This is perhaps more illustrative of the problem caused by IRS's overly 
ous interpretation of the 1984 law than any examples I can give. 
_ We commend the Ways and Means Committee for seeking public comment on this 
issue. 
Thank you, Mr. Chairman. 





Business ADVISORY COUNCIL ON FEDERAL REPORTS, 
Washington, DC, March 7, 1985. 
Mr. JosePH K. DowLey, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
ouse Office Building, Washington, DC. 

DEAR Mr. Dow Ley: The Business Advisory Council on Federal Reports (BACFR) is 
the only ehges sector organization solely dedicated to reducing the paperwork 
burden which government imposes on business. Its membership encompasses 
t and sizes of companies and their industry trade associations. Thus, we have a 

i Pacpenad over the asury lations referenced above. 

e legislative and regulatory history of provisions requiring business to maintain 
“adquate contemporaneous records” are well known and need not be repeated. The 
same is true of tax treatment of so-called non-statutory fringe benefits. 

For reasons set forth in the testimony presented to the Committee at its March 5 
hearing by the National Association of Manufacturers (NAM), BACFR urges pow t 
repeal of the contemporaneous recordkeeping provision in section 179 of P.L. 98-369, 
the Deficit Reduction Act of 1984. BACFR endorses the entire NAM testimony. 

Testimony at the March 5 hearing on costs versus benefits of the recordkeeping 
provisions gave powerful validity to the already persuasive case for repeal. Costs of 
compliance were estimated at up to a whopping $7 billion, while Treasury De 
ment witnesses provided a preliminary assessment of a relatively insignificant $100- 
200 million in revenue gains. 

Additionally, consideration should be given the pce A of Donald C. Alexander 
that when he was Commissioner of the Internal Revenue Service, the recordkeeping 

uirements in prior law served IRS well and were enforceable. 
We also found positions taken at the hearing by the following BACFR members 
highly convincing in favor of re of the contemporaneous recordkeeping require- 
ments: American Association of Nurserymen, Inc.; National Association of ole- 
saler-Distributors and National Small Business Association, jointly with the Small 
Business Legislative Council (which represents over 4,000,000 small firms). 

We know the Committee will oe careful consideration to all views presented to 
it. We respectfully request that this statement be included in the printed transcript 
of the March 5 hearings. 

Respectfully, | 
EUGENE J. Harpy, Chairman. 
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Datias, TX, February 25, 1985. 
Congressman MARTIN F Rost, 
Longworth Office Building, Washington, DC. 

DEark CONGRESSMAN F Rost: Enclosed is a copy of my mileage record for one of my 
two commercial % ton trucks. I see no advantage from a revenue producing stand- 
point this record will be. It is a pain to remember to fill in and I am a traffic hazard 
when I try to fill in while driving. I have not listed stops for cokes at 7-11 conven- 
ience stores which is probably an oversight on my part. 

My car I try to keep business records too—but don’t use it 100% so not quite as 
difficult—but still just added bookwork. 

I believe we are trying to squeeze the last penny out of an overworked tax system. 
This squeezing will cause an alienation of many self employed and small business 
people, ranchers, farmers. 

Please let small businesses grow and pay more taxes rather than drive them into 
the underground economy which pays no taxes—that competition is stiff enough 
without even more regulations on the honest business people. 

for you notice-letter. 
CLype R. BUTLER. 
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P.S.—I see no benefit revenuewise to this record. I am already overloaded with 
overnment forms due when unemployment taxes exceed $100.00, S.S. & I.T. exceed 
$500.00, quarterly reports, annual reports, state reports, trying to make a profit, 
plan work, supervise work, please customers, get proper supplies, etc., etc. 
Why add more to my frustrations. 





STATEMENT OF SENATORS DAvip ROBERTI AND WILLIAM CRAVEN, STATE OF CALIFOR- 
NIA SENATE, ON BEHALF OF THE NATIONAL CONFERENCE OF STATE LEGISLATURES, 
LEAGUE OF CALIFORNIA CITIES, AND COUNTY SUPERVISORS ASSOCIATION OF CALIFOR- 
NIA 


My name is David Roberti. I am a California State Senator and serve as Chair of 
the Senate Rules Committee and President pro Tempore of the Senate. I am joined 
in providing this testimony by Senator William Craven (R-San Diego), also a 
member of the Senate Rules Committee. I appreciate this opportunity to place into 
the record the views of the National Conference of State Legislatures, the League of 
California Cities, the County Supervisors Association of California and my own Leg- 
islature regarding taxation and record keeping on government vehicles. 

The record keeping provisions of the 1984 Deficit Reduction Act relating to vehi- 
cles owned by State and local corenunens will place cumbersome new paperwork 
burdens on not only my state, but also other states and counties, cities and towns 
across the nation that can ill-afford the loss of time and the resulting costs. 

On behalf of the organizations for which we are speaking, we ask the Committee 
to adopt an amendment to the 1984 Deficit Reduction Act that would exempt public 
sector vehicles from the provisions of the Act. 

These vehicles already are the ee of strict accounting procedures and regula- 
tions with regard to their use. Indeed, California law and the State Constitution pro- 
hibit the general use of public sector vehicles. Government employees have little to 
say in defnin g the uses of vehicles, and violations can be grounds for disciplinary 
action. 

The purchase of cars by the public sector does not result in depreciation deduc- 
tions on federal tax returns because State and local governments are not-for-profit 
entities. There are no claims for tax credits. And we know of no state, county or city 
which includes among their pools of cars Mercedes Benz’s or other luxury vehicles 
that were, as we understand, the original subject of the concern of this Committee 
and the Congress when the recent tax bill was adopted. 

We support the intent of the 1984 Deficit Reduction Act, which among other 
things, was to limit depreciation allowances on luxury cars and curb abuses where 
private business provided cars to employees, deducted them as business expenses 
and then turned a blind eye on the frequent personal use of the car. In short, we 
are not quarreling with the intent of Congress, but it appears to us that the IRS 
regulations far exceed the intent of Congress as they most certainly apply to vehi- 
cles owned by State, county and city governments. 

Notwithstanding the fact that public sector vehicles do not result in losses to the 
Federal treasury, there are uses from time to time for the personal benefit of em- 
ployees—and they are required to do so. For example, many local police depart- 
ments require their officers to not only drive their vehicles home, but also to park 
the cars in highly-visible places on the streets where they live. Social workers, too, 
are required to use government-owned vehicles. Unlike the emergency nature of the 
police cars, the vehicles used by social workers are taken home so that they can go 
directly to scenes of battered women and children and to other sites where the 
social worker can be of assistance. Furthermore, in our major cities, welfare and 
other city departments, where public vehicles would normally be kept at night, are 
frequently in high crime areas where they could be the targets of vandalism and 
theft. Secure parking structures would have to be provided at taxpayers expense. 

Under the IRS regulations any governmental employee issued a vehicle to carry 
out their public duties would be cig odes to keep time consuming contemporaneous 
records of their use of the vehicles. Furthermore, these employees must be taxed on 
the imputed value of their required personal use of these cars to travel to and from 
their homes. 

Let us provide some further illustrations of the problems posed by these regula- 
tions. Many rural school districts require the drivers of school buses to keep these 
vehicles at their homes when they are not in use. The same is true of the drivers of 
snow plows in certain very rural areas. The IRS regulations require that the full 
annual value of the vehicle be used to calculate the imputed value. However, school 
buses and snow plows are not used year round. Drivers of school buses and snow 
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plows are required to keep their public sector vehicles at home because keeping 
them in the areas in which they are used reduces mileage costs to local government. 
To treat the use of these vehicles as income to the public employees is simply 
unfair—especially to charge them for value that includes time when the vehicles 
have no utility. 

Implementation of these vehicle-related provisions also cause non-Federal govern- 
ments a problem with regard to their collective bargaining arrangements. Already, 
State, county and local governments withhold taxes on certain non-cash “income” 
depending upon each agreement. Many public employees who are the subjects of 
labor agreements may soon find that their take-home pay is reduced as a result of 
their mandatory use of public vehicles. Our lawyers suggest that this could result in 
public employee union grievances on behalf of their members. 

In California, government-owned vehicles are used by government officials, police 
and fire employees, social workers, street and road department personnel, water and 
sanitation workers, building inspectors, to name but a few, and, I am sure, others. 
The State of California alone has 2,842 vehicles assigned to individual employees. 

The cost to the State to generate a few hundred thousand dollars in Federal 
income will be high both in terms of. increased paperwork burdens and lost produc- 
tivity. 

We at State and local government levels must now keep records in and on every 
vehicle, collect them quarterly and after assigning values to each determine the 
“income” resulting from any personal use. The stack of paperwork resulting from 
this will be measurable in feet. This is the kind of burdensome red tape that makes 
private citizens feel their government is unnecessarily increasing its costs. 

We do not believe that Congress intended to scoop up the local police officer, 
social worker, bus driver, snow plow operator and other government employees in 
its effort to eliminate abuses by business of the tax law and regulations relating to 
the use of vehicles. 

As legislators, we know how difficult it would be to write law or regulations that 
. differentiates the use of an emergency vehicle from one used by a social worker, or 
to distinguish the school bus from the snow plow or the city building inspector’s car 
from the fire chief's. Perhaps it can be done, but in the long run is that what the 
Congress really wants? 

We are your partners in government—partners who know that Federal budget de- 
cisions will result in shifts of program costs to State and local governments. We be- 
lieve that the limited revenue that will result from enforcement of the public sector 
vehicle use is far outweighed by the costs. The payer of Federal taxes is the same 
payer of taxes to State, county and local governments. The Federal government may 
increase its revenues slightly by the compliance of the States, counties and cities 
with these auto-use rules, but it will come at a high administrative cost to non-Fed- 
eral gel patina And it is that administrative burden that is of great concern to 
us. We believe these regulations will be extraordinarily costly to us with a negligi- 
ble return to the Federal government. 


STATEMENT OF Hon. H.L. (SoNNy) CALLAHAN, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF ALABAMA 


Mr. Chairman, I am glad to have this opportunity to appear before this committee 
to speak out against the Internal Revenue Service’s proposed rules on the record 
keeping required to claim business use tax benefits for automobile use. 

I recognize that this body has had a very difficult time in recent years in seeking 
ways to reduce the deficit without increasing taxes, and I concur with the philoso- 
phy that we must try to collect taxes that are already owed to the Treasury. Implic- 
it in this philosophy, however, is the notion that a large uncollected revenue base is 
available because a great many individuals are tax cheaters. Clearly, this is true to 
some extent, but I am afraid the Congress last year labelled a large segment of our 
society—honest business people, farmers, and others—as dishonest. I think this is 
an unconscionable way to treat the people who make our economy run. 

Mr. Chairman, I was a businessman all my life prior to taking my seat in the 
House this January. I believe I am well-qualified to attest to the government paper- 
work that is breaking the backs of businesses throughout this country. I have per- 
sonally had to wade through the redtape and can assure you that it is a nightmare. 
But, in looking at the new contemporaneous recordkeeping requirements for busi- 
ness automobiles, I can tell you I am glad I am out of the business world. I know 
those people who have cheated on their taxes in the past will find a way to continue 
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to do so. Worse, I would expect people who have not cheated to start in order to 
avoid these excessive requirements. 

The IRS on February 20 published modified temporary regulations to implement 
the requirements of Section” 179 of the Deficit Reduction Act. The modifications are 
a step in the right direction and will give some relief to a great many who were 
affected by these provisions, but they simply do not go far enough and the law 
should be repealed until such time as the entire issue is studied more adequately. 

During my visits back to my district, this is the single issue that has generated 
the most comment. It is more controversial than the budget, the deficit, defense 
spending or any other subject. I have also received hundreds of letters urging repeal 
of Section 275(d) of the Deficit Reduction Act. 

Mr. Chairman, I do not profess to be an expert on the economics of the record- 
keeping requirement, but it has been estimated by some that it could cost consum- 
ers some $7 billion while enhancing revenues by only $100 million. If these figures 
even approach accuracy, they show that our constituents have every reason to be 
outraged. I simply cannot see the logic in this exercise. I strongly urge the Commit- 
tee to repeal the recordkeeping requirements. 

I appreciate having this opportunity to express my views to this Committee. 





C-B Am ConpDITIONING Co., 
Dallas, TX, March 1, 1989. 


Representative MARTIN F Rost, 
Longworth House Office Building, Washington, DC. 


DEAR REPRESENTATIVE Frost: Appreciate very supe Aba keeping me informed 
of what is going on concerning the Tax Reform Act of 19 

Also, I appreciate the efforts of people like yourself of at least getting some relief. 
As you stated in your letter, there is still a great deal that needs to be done to make 
this a livable bill. I have conversed with contractors who do service work through- 
out the country, and er few have adequate space for parking their vehicles at 
_ their place of business. Plus the fact, that in most service businesses such as ours, 
twenty-four hour emergency service is essential to our staying in business. 

So, we feel, if for no other reasons, to tax an employee for driving a vehicle and 
call it commuting, instead of giving it its true name which is a business expense, 
and one which we must endure to stay in business. Hopefully, all of these things 
will be taken in to consideration with good judgment before the tax bill that has 
some merit is lost completely, or the confidence that the business world has in our 
government is badly damag: 

Again, my aad for any new developments that you may be able to pass along. 

incerely, 
WILLIAM E. BRISTER. 





STATEMENT OF Davin S. KING, THE CHURCH OF JESUS CHRIST OF LATTER-DAY SAINTS 


Having reviewed the text of the proposed IRS regulation dealing with require- 
ments for contemporary automobile record-keeping for tax purposes (see Federal 
Register Vol. 50, No. 34, page 7038) it is concluded that the said regulation is unrea- 
sonably burdensome, redundant, and expensive, and that its objectives can be 
achieved through simpler and more effective tax procedures. To insist on finalizing 
the above proposed procedures would not only result in an almost incalculable 
amount of paperwork and administrative delay and expense on the aba of the tax- 
payers, but would cause the latter to lose much respect for the regulations, 
which respect must, in the final analysis, constitute the foundation for all effective 
tax law enforcement. 

The following constitute a few recommendations which the IRS, or Congress, 
might consider, which would accomplish some of the desired results, but within 
more rational and acceptable procedural limits. 

A. Business executives, top aides, and professionals almost always use their com- 
pany-provided vehicles for some varying amounts of business use. In order to recog- 
nize this and to be fair to both the taxpayer and to the IRS, it is suggested that in 
return for reporting 80% of the value of the vehicle for personal use, they be per- 
mitted a 20% business exclusion without having to keep a mileage log. This rule 
already has a precedent in a recent amendment to the temporary and proposed reg- 
ulations relating to farmers and certain other employees who are presumed to have 
a designated percentage of business use if they are willing to pick up a designated 


253 


peceniaee of personal use. If such a person finds 20% to be too low an amount for 
usiness use, he may be given the option of keeping a detailed | 

This ecrureeginald rule could be of help to the directors an ‘administrators of 
fleet-operating organizations who may use their organization-providea vehicles more 
for personal use t business use. 

B. Out of necessity, business executives are often provided vehicles to assist them 
in discharging their executive responsibilities. However, considered individually, 
many of them m x oie drive a minimum number of miles muleag This results in 
a very high cost being attributed to them for low person e. te ee 
assume inet a vehicle whose yearly rental value is placed at $3 driven only 
5,000 miles in a year. Of this nuriber of miles, 80% is business. That ipaiie that the 
cost of ‘perso rsonal use for 1,000 miles in a given case is 72¢ per mile. In order to 
reduce this harsh result, it is proposed that two alternatives tee considered. 

1. Provide for an executive gg (where appropriate), or a ministerial ex- 
emption (in the case of churches, where appropriate) from record keeping require- 
ments and personal use inclusion for a nominal amount of mileage of around 10,000 
miles annually. 

2. Charge each user a per mile rate for all personal use mileage (such as 15¢) 
rather than attributing a portion of the total value of a vehicle to him. 

C. At times it is most pee (as a convenience to the employer) that an employ- 
ee take a vehicle home for security, to continue on a work assignment at an early 
hour the next morning, deliver a I n or materials for the ane er on a way 
_ home or on the way to work, etc. e there may be some incidental personal com- 


mute value a to the user, as a practical matter it is believed de minimis use 
should be exem , or at least a commuting exemption amount determined. Other 
personal use could be prohibited. 


D. It is strongly believed that under appropriate circumstances, a per mile of use 
value should be used instead of a single, invariable lease value which has nothing to 
do with actual costs. This is partic arly true in the brief, temporary or occasional 
use of vehicles from a car pool or fleet where there are multiple users, or where the 
possible personal use of such vehicles is severely limited and de minimis in any 
event. 

E. It is also ap sterpi that where an oneye and an employee may agree that in 
return for the empl opal s not having to any part of the record-keeping proce- 
dures for the personal and business use of the auto, the employee is willing to have 
100% of the value of the vehicle attributed to him as personal, the clove. should 
be able to then deduct on his own tax any business mileage he may prove by the 
required record keeping rules. 





WASHINGTON, DC, March 8, 1985. 


Mr. JosePH DowWLEY, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
House Office Building, Washington, DC. 

Deak Mr. Dow.ey: This letter has been pre on behalf of the Coalition of 
Automotive Associations (CAA) and represents that Association’s testimony concern- 
ing recent hearings held before the Committee on Ways and Means of the House of 
Representatives. The subject matter of those hearings was the documentation re- 

ulrements for deducting the business use of an automobile. hi would request that 
quire testimony be made a part of the record of those p 

The Coalition of Automotive Associations is composed of Peal two thousand 
(2,000) small businesses. The membership of CAA contains manufacturers, repre- 
sentatives, and distributors of specialty motor vehicle equipment, as well as import- 
ers, manufacturers, and distributors of parts and accessories for imported vehicles. 
Like all American small businessmen, our membership will be unnecessarily dam- 
aged by the requirement of ‘adequate near raneous records’ for automobile 
business deductions. The Association sup e immediate passage of H.R. 600, 
R. 531 or any other measure which wil et the contemporaneous recordkeep- 

requirements for all property, including automobile business use. 
ere is little doubt that the Internal Revenue Service must be vigilant in these 
days when an ever expanding deficit threatens our economy. These recordkeeping 
requirements, however, are counterproductive. They effect a wholesale change in 
the way America has done business since the income tax was first enacted. These 
pe ae adap will cost the business community in both time and efficiency in the 
mpt to comply. Small businesses will be even harder hit, since traditionally they 
e resources to obtain all the information necessary for instantaneous compli- 
mate As a result many otherwise valid deductions will be lost. 
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There was an outcry from businessmen when the regulations on recordkeeping 
were first published. Although the regulations have since been amened, they are 
still too complex and onerous for American business. This complexity stems from 
various factors. The first factor is that they affect such an expansive group of tax- 
payers. This makes it impossible to fashion precise rules that will be satisfactory to 
all groups since countless situations could arise. A second factor adding to the com- 
plex nature of the regulations is that they impact more than one Internal Revenue 
Code Section. In fact, the regulations have been promulgated under Code 
§§ 61,132,274(d) and 280F. The regulations fail to clearly and adequately take into 
account the interaction between these Sections. Finally, the regulations have set ex- 
tremely high standards of precision in such a diverse area that even tax attorneys, 
let alone small businessmen, have difficulty in understanding the legal obligations 
involved. The Internal Revenue Service, however, cannot be blamed for the burden- 
some results of their recent attempts. The statute itself imposes the offending com- 
plexity. Therefore, it is the statute which must be changed. We urge Congress to 

taneel: the “adequate contemporaneous records” requirements with all deliberate 
8 

"Sincerely, 
JOHN RussE._ DEANE III, 
Counsel, Coalition of. 
Automotive Associations. 





STATEMENT OF Hon. E. THoMAS COLEMAN, A REPRESENTATIVE IN ao FROM THE 
STATE OF MISSOURI 


Mr. Chairman, I appreciate this opportunity to express my strong éppoaiuen to 
the new Internal Revenue Service record keeping requirements. I have heard from 
hundreds of constitutents who feel that these ridiculous requirements sumply repre- 
sent another example of government overkill, and quite frankly, I agree with them. 

I have received telephone calls and letters from irate farmers, contractors, real- 
tors, salespeople, from practically everyone who utilizes a vehicle in the o operation of 
his or her business each day. To maintain “contemporaneous records’—to keep 
track of every single mile driven, day in and day out, to log in dates, names, pur- 
poses, to “comply” with the new provisions—is simply a waste of their time. Small 
businesses and farmers are already overburdened with federal paperwork, and thse 
new regulations simply represent more needless record keeping. 

Mr. Chairman, we should overturn the legislation on which the IRS has based thie 
new regulations, and I am cosponsoring several measures to repeal these onerous 
provisions. I appreciate the opportunity to present my comments today, and I hope 
oe hearing will ensure that the new requirements are rescinded as soon as possi- 

e. 


CoHN-DANIEL Corp., 
Dallas, TX, February 28, 1985. 
Hon. MARTIN F Rost, 
Congressman, 24th District, 
Republic Bank Tower, Dallas, TX. 

DEAR Mr. Frost: The following are problems and suggested methods of adjudica- 
tion: 

1. Some service vehicles do not generally come to the office, but go from home to 
the closest service call. The savings in time and fuel justify our providing the trans- 
portation to and from their home. 

2. Delivery trucks which generally (95%) are kept at the place of business are 
sometimes sent to pick up material late in the afternoon so as a necessity are used 
to aoe and make an early delivery to the job site. Such situations should be 
ignored. 

3. Executives, salesmen, field superintendents, etc., who do not go to their offices 
as the first order of business, but may do so at times, always go home as the last 
order of business. It would be fair to make a percentage of miles charge for trans- 
portation and possible personal use. I hope the charge would be on a percentage of 
total miles and at a price per mile. 

I trust this letter will be of some help. I agree, that at this time there should be 
no escape from fair taxation, but it must not fall only on the least able, nor require 
such great time as to make cheaters out of normally honest citizens. 
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Thank you for your letter and please continue to help those of us who want to do 
what is fair and just, but sometimes find ourselves in serious difficulty because of 
government failure to understand reality. 

Very truly yours, 
Henry Conn, 
Chairman of the Board. 


STATEMENT OF THE COMPUTER & BusINESS EQUIPMENT MANUFACTURERS ASSOCIATION 


This statement on the regulations implementing the 1984 legislation adopting 
strict recordkeeping uirements for automobiles, personal computers, and other 
“listed property’ are submitted on behalf of the Computer and Business Equipment 
Manufacturers Association (CBEMA). CBEMA is a nationwide association composed 
of approximately 40 manufacturers of computer systems, sophisticated business 
equipment, and other high technology electronics products. CBEMA members make 
extensive use of nger automobiles and other vehicles in connection with sales 
and service activities. In addition, the application of the 1984 legislation to comput- 
ers and peripheral equipment is of particular concern to CBEMA members because 
of the anticipated impact of the new requirements on their customers and employ- 
ees, as well as on the member companies themselves. 

The revised Treasury reguieaone do not solve the fundamental flaws in the 19 
Act. They would not significantly reduce the pia burden and other compli- 
ance costs associated with the new automobile og requirements. Moreover, the vari- 
ous safe harbors would not apply at all to other “listed property,” including comput- 
ers. In our industry employer-supplied vehicles and computers are used by employ- 
ees predominantly, if not exclusively, for business purposes. Accordingly, we strong- 
ly urge that the contemporaneous recordkeeping requirements be repealed, not only 

or automobiles and other vehicles, but also for computer equipment and other 
“listed property.” ! 

Employers in the computer and business equipment industry commonly provide 
cars and trucks and salesmen and service personnel. To provide quicker service to 
customers and to avoid the Ne sa expenses of garaging on the business premises, 
many of these vehicles are taken home by employees each day. Even if only two log 
entries per day per vehicle were required, the administrative costs of compliance— 
including employee time, the cost of outside accountants, and expenses related to 
verification, compilation, and storage of the data—are excessive. These costs consti- 
tute deductible business expenses of the employer, which the experience of CBEMA 
members indicates will far exceed any extra compensation income that may be at- 
tributed to employees as a result. 

The safe harbors included in revised Treasury regulations will not alleviate the 
burden and expense associated with the contemporaneous log requirements for 
many CBEMA members. The “business premises” exception, dispensing with ue re- 
gba for vehicles left on the employer’s premises overnight, is unavailable to 

e many companies that lack the space or security to accommodate overnight park- 
ing. The cost of using commercial parking facilities or hiring security guards could 
be prohibitive for many companies. Second, the special rule for valuing commuting 
use only applies if the employer forbids other personal use and requires the employ- 
ee to commute in the vehicle for ‘“‘noncompensatory business reasons.” This rule is 
unnecessarily restrictive and appears designed only for specially-equipped vehicles 
such as police cars. Finally, the safe harbor intended for sales and service personnel 
will not help employees whose personal use of the company vehicle is less than 30 
percent of total use (20 percent in the case of non-passenger automobiles). These em- 
ployees will still have to keep logs to prove a higher percentage of business use. 

Comitieny cars are ordinary business necessities for rank-and-file sales and service 
employees, not luxury automobiles for highly-paid executives. noe CBEMA mem- 
bers y have a reimbursement or income inclusion policy with respect to per- 
sonal use, including commuting use, of the vehicles by employees. Therefore, in our 
industry we believe that personal use of company vehicles is insignificant and that 
most of this personal use is already being charged to the employee. We believe the 
incidence of noncompliance with prior law is minimal and certainly not significant 


1 The following bills would re the contemporaneous | ag Veber for all listed pro - 
ty: H.R. 531, 534, 536, 541, 545, 589, 594, 600, 614, 647, 662, 706, 707, 728, 750, 779, 783, 812, 813 
826, 863, 884, 954, 981, 1117, 1269, 1305, and 1325; and S. 245. Other recently introduced bills 
would amend the new substantiation requirements only with respect to automobiles and other 
vehicles. 
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enough to justify imposing extensive new paperwork requirements across-the-board. 
Moreover, there is no evidence that requiring daily logs will improve compliance by 
taxpayers. Thus, the 1984 Act requirements establish a system that inevitably 
causes considerable inconvenience to employees without improving signficantly rev- 
enue collection by the government. 

The contemporaneous substantiation requirements are even more unworkable and 
offer even less potential for increased revenue in the case of computers and periph- 
eral equipment that in the case of company cars. Many employers now supply ap- 
propriate employees (generally technical personnel) with personal computers to use 
in their homes on company matters. Particularly with the advent of electronic mail 
and filing, these computers permit engineers and other personnel to perform at 
home the same activities they perform in their offices. Other employers supply em- 
ployees with small portable computers or terminals for taking notes, trasmitting 
messages, and drafting documents in business meetings outside the office or at 
home. The paperwork burden created under the statute by a requirement to log 
each and every use of a personal computer or terminal used outside a business office 
will be ex ingly burdensome—to become agents as well as to taxpayers. In the 
case of computer equipment the logs will, as a practical matter, be impossible to 
verify; the limited utility of expanded substantiation requirements to the govern- 
meat will be far outweighted by the resulting inconvenience to both taxpayers and 
auditors. 

CBEMA member companies which provide such equipment to employees do not 
do so with the intent to supply a compensatory fringe benefit, and they believe that 
employees’ use of such equipment is predominately, if not exclusively, business-re- 
lated. Unless administrative accommodations in the form of liberal exceptions and/ 
or safe harbors are adopted, the substantiation requirements are likely to create a 
significant impediment to expansion in the business use of computers and peripher- 
al equipment, with resulting adverse effects on efficiency and productivity. While 
much public comment has focused on the effect of the statute with respect to auto- 
mobiles, we urge that the case for repeal of the substantiation requirements is even 
' more compelling with respect to computers and peripheral equipment. 

Without the contemporaneous log requirements, taxpayers still have to substanti- 
ate business deductions with adequate records. The I.R.S. can already disallow un- 
substantiated deductions without requiring all employers to bear the excessive costs 
and inconvenience of daily logs. The new rules will have the effect of denying legiti- 
mate business deductions to honest employers who find it impossible or too expen- 
sive as a practical matter to comply with these overly complex regulations. 

Many deductible business expenses confer some personal benefit on employees, 
yet not attempt is made to tax the personal value of business meals or travel or 
office telephones, desks, and office supplies, which can all be used for  aigdvouiaas pur- 
poses. Minor personal benefit from such business property is properly ignored in 
computing taxable income. It is discriminatory and inconsistent with sound tax 
policy to single out personal use of business vehicles and computers for special tax 

urdens. 

In summary, in the computer and business equipment industry extensive use is 
made of trucks and automobiles in connection with sales and service, and of comput- 
ers and peripheral equipment in connection with the ordinary conduct of business. 
Our companies anticipate very high administrative costs associated with compliance 
with the new rules which, compared with the small amount of extra income expect- 
ed to be attributed to employees, will result in a net revenue loss to the Treasury. 
Our members are unhappy and confused over the lengthy and complicated regula- 
tions implementing the log requirements. We believe strongly that personal use of 
company vehicles and computers does not represent a significant untaxed fringe 
benefit to employees in the computer industry. Accordingly, we urge this Committee 
to support the prompt repeal of the contemporaneous record requirement for listed. 
property, including computers and related equipment as well as automobiles and 
other business vehicles. 


DANA Corp., 
Toledo, OH, March 8, 19835. 
Mr. JoseEPH K. DoWLEy, 
Chief Counsel, Committee on Ways and Means, 
Longworth House Office Building, Washington, DC. 
Dear Mr. Dow ey: Dana Corporation herein offers its comments regarding Inter- 
nal Revenue Service temporary and proposed regulations relating to the recordkeep- 


257 


ing requirements for automobiles, income reporting personal use and tax withhold- 
ing thereon. 

Dana and its domestic subsidiaries have approximately two thousand (2,000) com- 
pany automobiles assigned to its employees for various job related needs. The 
burden of recordkeeping imposed on these individuals as well as upon Dana is un- 
reasonable and we believe unnecessary to achieve the intent of taxing such benefits. 
A system of either reimbursement by the employee to the corporation for value of 
personal use or the reporting of wages on Form W-2, both established on a basis 
subject to review on IRS audit, have proven satisfactory in the past. 

The requirements arian more onerous are those concerning quarterly wage 
reporting and payroll tax withholding on such noncash payments. As a decentral- 
ized corporation, Dana has aay payroll systems ranging from computerized to 
simple manual types and the 2,000 employees involved fall within them all. 

The following summarizes some of the problems in quarterly compliance: 

Assuming the special rules are used for valuation of the automobiles, the log 
records have to be collected from the employees and the percent of personal use on 
a year to date basis determined for each. This percent is then applied to the annual 
lease value assigned to the specific auto. The value must be computed on the year to 
date basis reduced by prior quarter amounts to get to the current quarter’s value. 
This is necessary so that at year end the proper amount is reported for the year. A 
dramatic reduction in personal use could conceivably result in a “negative” income 
and withholding for a particular quarter. Of course, if there was a change of auto- 
ee for an employee during the period, you have separate lease values to deal 
with. 

Having determined the value reportable as wages, calculating the withholding for 
FICA and federal, state and local income taxes is the next challenge. While pay- 
ments are considered supplemental wages, a flat 20% rate for federal and differing 
rates for all other income taxes is applied. However, determining if FICA is to be 
withheld depends on whether the wage base has already been reached on the em- 
ployee’s regular cash wages. With integration of cash and non-cash payrolls impossi- 
ble to accomplish within our varied systems, FICA treatment will require a separate 
and time consuming review for each employee each quarter. 

Assuming the above can be accomplished for timely quarterly reporting of income 
and taxes, withholding from the individual obviously cannot coincide with the quar- 
ter. As a matter of fact, it is apparent to us that collection of tax from the individ- 
ual will have to be outside the payroll system. With 2,000 employees involved, this 
will be an administrative nightmare. 

We believe reporting and withholding problems explained above could be substan- 
tially reduced by shifting from a quarterly to an annual basis. The slight revenue 
loss from quarterly withholding in no way justifies the additional administrative 
cost and burden imposed on employers under the present regulations. 

We appreciate the opportunity of offering our comments for consideration of the 
Committee on Ways and Means. 

Sincerely, 
T.P. SHEA, 
Assistant Treasurer, 
Director of Taxes. 


STATEMENT OF Hon. GEORGE (BUDDY) DARDEN, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF GEORGIA 


Mr. Chairman, members of the committee, thank you for the opportunity to testi- 
fy on behalf of the taxpayers in Georgia’s Seventh Congressional District. The ap- 
proval of the Tax Reform Act of 1984 by the 98th Congress in June of last year pro- 
vided for numerous and far-reaching changes in our tax system. While I am general- 
ly in favor of measures of eliminate the deficit and reform our present tax system, I 
felt many of the provisions in the Tax Reform Act where unsound and, therefore, 
voted against this legislation. Section 179 of the Tax Reform Act is one provision in 
particular which I believe creates unnecessary hardships for the taxpayer. 

As you are aware, this section of the Tax Reform Act provides for changes in the 
Internal Revenue Service rules and regulations on the taxation of automobiles used 
for business purposes. The changes in the Tax Code as established in the Tax 
Reform Act, require taxpayers to substantiate any tax credit or deduction for busi- 
ness use of listed property with adequate contemporaneous records. In order to 
comply with this requirement, taxpayers must maintain cumbersome logs or jour- 


258 


nals with individual entries specifying names, purposes, mileage and times for prop- 
ar for personal and business p : 

February 20, 1985, the Internal enue Service issued temporary and pro- 
posed tions modifying the requirement to keep adequate contemporaneous 
records for automobiles and certain other vehicles. The Internal Revenue Service 
contends that these modifications will reduce substantially the recordkeeping 
burden imposed for certain vehicles used for business purposes. These modifications 
will apply to farm vehicles, vehicles with no personal use, certain business vehicles 
used only for commuting, and certain vehicles used in sales and service. I still be- 
lieve, however, that the provisions in the Tax Reform Act which established the rec- 
sah aig th i gh should be repealed. , i aking 

e simplicity ae oe ee en i 
changes in the Tax Code. The simplicity can be measured by how well taxpayers 
understand the tax system and how easily they can comply with its provisions. A 
finance minister to Louis XIV once wrote, “The art of taxation consists in so pluck- 
ing the goose as to obtain the largest amount of feathers with the least possible 
amount of hissing.’”” Mr. Chairman, during the past few weeks, I have received hun- 
dreds of letters from farmers, electricians, plumbers, salesmen, painters, doctors, 
and a list of others attempting to comply with these recordkeeping requirements. 
Regardless of the icular field of work, the complaints I am hearing from my 
constitutents are all the same. These taxpayers are frustrated from daily attempting 
to maintain meticulous records for each business related trip they make in their 
automobile. The upkeep of these records requires a great deal of time as well as 
large amounts of paperwork. 

I do not believe taxpayers should be subj to the overall hassles of soa, to 
these recordkeeping requirements. Accordingly, I have introduced the Business Tax 
Records Reduction Act of 1985, H.R. 783, to re section 179 of the Tax Reform 
Act. I am concerned that our Tax Code be sound enough to force strong compliance 
with tions for deductions relating to automobiles used for business purposes. I 
do not, however, believe we should continue to unduly burden the American taxpay- 
er with this bothersome recordkeeping requirement. 

Mr. Chairman, the impetus for tax reform in the 99th Congress is more so than 
any Congress since the Vietnam war. I am aware of the determination of this com- 
mittee to create a balance between equity, efficiency and simplicity in our tax 

m. I am, therefore, requesting that this committee expedite legislation to allow 

ngress to repeal these burdensome requirements and relieve the American tax- 
payer of such unnecessary hassles. 

Thank you, Mr. Chairman, for bringing this important matter before your com- 
mittee. 


Davis & HARMAN, 
Washington, DC, March 8, 1985. 
Hon. DAN RostENKOWSEI, 
Cee Committee on Ways and Means, House of Representatives, Washington, 


Dear Mr. CHAIRMAN: We wish to advise you of our concerns over certain aspects 
of the October 24, 1984, temporary and | ya eet ations tee the provi- 
sions of Section 280F of the Internal Revenue e of 1954 as amended. Section 
280F, as added by the Deficit Reduction Act of 1984, limits the amount of cost recov- 
ery deductions and investment tax credit for taxpayers who use certain “listed prop- 
erty” for business and personal purposes. In this regard, we are concerned over the 
failure of the pro regulations to adequately address the issue of what consti- 
tutes “a usiness establishment” under Section 280F(dX4XB) as that term 


persons. 
Section 280F(d)\4XA) defines the term “listed property” so as to include, inter alia, 
peeing automobiles, computers, and peur eral equipment. However, Section 
F(dX4XB) provides an exception from that definition (and thus from the general 
rules of Section 280F) for “any computer or peripheral equipment (as so defined) 
used exclusively at a regular business establishment’ (emphasis added). Neither Con- 
gress in the legislative history accompanying Section 280F(dX4) in the 1984 Act nor 
the Internal Revenue Service in the proposed regulations defined the term “regular 
business establishment.” 
We submit that any legislation amending Section 280F should ensure that the 
term “regular business establishment” is defined so as to make it clear that the tax- 
payer using a computer solely for business purposes at customers’ homes will qual- 
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ify for the exception contained in Section 280F(d\4XB). Failure to clearly define this 
term in the manner suggested could result in a distinction being made between the 
person who utilizes the computer as a “tool of the trade” in door-to-door sales and 
the person who uses the same computer in a traditional office business setting. In- 
stead, the term “regular business establishment” under Section 280F(dX4XB) should 
be interpreted to treat equally the computer used at customer locations by the out- 
side salesperson and that computer “ined in a traditional office setting. 

The widespread acceptance of the personal computer over the past several years 
by the business community, coupled with improvements in computers’ communica- 
tion capabilities, has resulted in the incre use of portable computers to transact 
business at customer locations. Specifically, it has become a common practice over 
the past several years for outside salespersons to use computers’ graphic capabilities 
to demonstrate the attractiveness of certain financial products. This has become a 
particularly necessary and effective device for providing illustrations and explana- 
tions in light of the variety and sophistication of financial products in the market 
today. Thus, the computer has become a “tool of the trade’ for outside salespersons. 

In general, the only distinction between the computers used by the outside sales- 
person and those used by an inside salesperson in a traditional business setting (as- 
suming both are dedicated solely to business use) is that the former, by necessity, 
are oy. portable in nature. There is no sound basis for such a distinction 
being used, however, to prevent computers used by the outside salesperson from 
qualifying for the exception contained in Section 280F(dX4XB). Defining that excep- 
tion narrowly would, at a minimum, discourage the use of a computer by the tax- 
payer who happens to conduct business at a location other than at a traditional 

usiness office. This, in turn, could result in the outside salesperson being at a com- 
petitive disadvantage vis-a-vis the in-office salesperson. 

Consider, for example, the situation where an insurance company markets its 
products through retail outlets and by way of an outside salesforce. In that situa- 
tion, if the term “regular business establishment” is interpreted narrowly, the 
inside salesperson’s use of a computer at a retail outlet qualifies for the exception 
under Section 280F(dX4XB), whereas the outside salesperson who uses the same com- 
puter to sell the same products at customers’ homes will not qualify under this ex- 
ception. Such a result could not have been intended. 

As a matter of policy, a “regular business establishment” should be interpreted to 
eliminate any distinction in tax treatment between the outside salesman who uses a 
computer in customer locations and the person who uses the computer at a tradi- 
tional business office. This would alleviate the complexity and other problems inher- 
ent in any definition that sought to limit a “regular business establishment” to one 
geographic location. 

For the perenne reasons, we respectfully request that any legislation amending 
Section 280F clarify the term “regular business establishment” so as to include any 
customer location at which the outside salesperson conducts his or her business ac- 
tivities. 

Sincerely, 
WILLIAM B. HARMAN, Jr. 
Gai B. WILKINS. 


DeMINEXx US. Ot Co., 
Dallas, TX, March 5, 1985. 


Representative MARTIN FRosT, 
24th District of Texas, 
Longworth House Office Building, Washington, DC. 

DEAR CONGRESSMAN Frost: Thank bar very much for giving me the opportunity 
to write this letter, which I would like for you to forward to the Committee. It is 
written in the form of a fable. 

A stablemaster lived on the edge of Philadelphia back in colonial days. He had 8 
fine horses and one jackass, which he kept as a pet. One exceptionally bad winter 
he found that his feed supply was not going to be adequate to feed all of the ani- 
mals, so he made a harsh decision. He would let the jackass run free and fend for 
himself, and start gradually replacing a portion of the feed with dirt. First he would 
start with just dust from his wife’s dust rag. Then he would add the dirt which she 
swept up from the floor. Then he would add some composte and finally he would 
just add dirt which he would dig up from the field. The idea didn’t seem too bad at 
first, but as the feed diminished the dirt increased, until just before spring, the 
horses were eating 10% feed and 90% dirt. They didn’t appear to be too much the 
worse for wear, but they had lost a lot of weight. Sure enough, the first bright day 
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of spring a customer came by to rent 4 of the horses to pull his carriage into the 
heart of Philadelphia to attend a lavish party. The horses made it in to town, but on 
the way back to the stable, they all fell over dead. When the customer walked on to 
the stable, he asked the stablemaster what had happened. The stablemaster told 
him about the feed. Then the customer asked him whatever happened to the jack- 
ass. The stablemaster said, “He’s over there in the barn, happy and fat. Even a jack- 
ass knows the difference between feed and dirt.” 

The new IRS regulations governing records-keeping for the business use of auto- 
mobiles represents further reduction in personal initiative and free enterprise, the 
feed-stock of our Republic, and the addition of more regulation and governmental 
interference, or dirt. 

Hopefully, the members of the House Ways and Means Committee will be able to 
distinguish the difference between free enterprise for the business, as well as the 
farm community, and unneeded governmental regulation. 

Most sincerely, 
O.W. FAUNTLEROY, 
Vice President of Exploration. 


DRESSER INDUSTRIES, INC. 
Dallas, TX, March 7, 1985. 
Hon. StevE BARTLETT 
House of Representatives, Washington, DC. 


DEAR REPRESENTATIVE BARTLETT: We at Dresser Industries, Inc. would like to ex- 
press our concern and opposition to the vague and confusing, recently issued ‘“tem- 
porary” IRS Fringe Benefit Regulations related to transportation on employer-pro- 
vided aircraft. We urge you to take whatever steps you can through your office to 
substantially modify these regulations. 

These rules are not only unclear, but they also provide various penalties which 
could be of great disservice to taxpayers who otherwise try to comply with the tax 
laws. The interpretation of the regulations—due to their vague and unclear provi- 
sions—could result in unfair penalties being assessed by the Internal Revenue Serv- 
ice. 

The regulations essentially deal with two issues: 

1. The “empty seat” regulation, and 

2. The regulation | related to non-business use of company aircraft. 

The “empty seat” rule is not only discriminatory, but lacks any basis of justifica- 
tion and is probably antiproductive on a cost/benefit basis as the administrative 
costs of compliance undoubtedly exceed the resulting tax benefits derived by the 
government from this regulation. 

It discriminates as under the special rule, such travel is charged to the employee 
at full coach airfare. However, parents of airline employees travelling in otherwise 
empty seats, are taxed on the value at only 50% of coach fare. Airline employees 
and the immediate family of employees fly free of any fringe benefit tax. There is 
no logic for taxing an employee of a manufacturing concern on a different basis 
than an airline employee or the parent of such employee. 

The other problem is the application of charter costs to determine the value of 
purely personal use of a company aircraft. Also, the difference between “nonpri- 
mary business” use and “personal” use is not clear. The regulations need to be sim- 
plified, clarified and the tax benefit reduced to reasonable rates—first class airfare. 

We would appreciate any assistance that your office could bring on this matter. 

I enjoyed meeting you and listening to your comments at the Financial Executives 
Institute meeting in Dallas earlier this year. I hope that you will give us whatever 
assistance you can regarding this matter. 

Sincerely, 
Rosert W. SHOPOFF, 
Staff Vice President. 





STATEMENT OF THE EDISON ELECTRIC INSTITUTE 


The Edison Electric Institute (KEI) appreciates the opportunity to present this 
statement regarding the Amended Proposed and Temporary Treasury Regulations 
(T.D. 8009) relating to the fringe benefit inclusion and recordkeeping requirements 
for road vehicles. 
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EEI is the association of electric companies. Its members serve 96 percent of all 
customers served by the investor-owned segment of the industry. They generate ap- 
proximately 75 percent of all electricity in the country and service 73 percent of all 
ultimate customers in the nation. 

Electric utilities employ large fleets of vehicles in providing service to customers, 
and we therefore have a keen interest in the Proposed and Temporary Regulations. 
As originally issued, the regulations would have required burdensome recordkeeping 
for hundreds of thousands of utility vehicles that are used exclusively for business 
purposes. The amended regulations eliminate the requirement to keep these need- 
less records and, to this extent, we believe they are more in keeping with the intent 
of Congress and are fairer to utilities and the many other taxpayers who use vehi- 
cles predominately for business purposes. 

Our principal concern with the amended regulations is that they require the im- 
putation of income to employees of utilities who have “on-call” emergency assign- 
ments and, as part of their duties, are required to take company vehicles to their 
homes each day. Most utility companies require certain employees to be “on-call” 
twenty-four hours a day, seven days a week to respond to emergency situations such 
as power outages. These employees may be required as a condition of employment to 
take company vehicles home in order to provide the fastest possible response to 
emergencies occurring during other than normal working hours. | 

We believe the regulations should expressly provide that employees of companies 
which provide essential public services, such as the furnishing of electricity, who are 
required to take company vehicles home for the purpose of responding to emergen- 
cies, are not engaged in commuting and no income should be imputed to them for so 
doing. We urge that the regulations be further amended to this end. If the necessary 
a en is not made, we urge the support of legislation that will accomplish this 
result. 

We are also concerned with several somewhat technical aspects of the amended 
regulations. The first of these is the requirement of Section 31.3501(a)-1T Q/A-8 
that all imputed income be treated as paid on or before the last day of the calendar 
quarter in which the benefit is provided. Without the use of estimates or the ability 
to account for activity occurring in one quarter in the subsequent quarter, it will be 
administratively impossible for taxpayers who own large numbers of vehicles that 
are partially used by employees for personal purposes to fully comply with this re- 
quirement. We strongly recommend that the regulations be amended to permit em- 
ployee benefits received in one quarter to be imputed as income in the following 
quarter. This would provide a minimum period of time for most taxpayers to accu- 
rately account for the benefits. Any effect of an accounting lag on employees or the 
Treasury would be negligible because, other than the first year, each year would 
cover twelve months of activity. 

The amended regulations (Section 1.61-2T Q/A 20) contain a special rule that tax- 
payers may use to value employer-provided road vehicles which are not available for 
personal use other than commuting. One of the conditions for use of the special rule 
is that the employee not be an officer of the employer. No definition of the term 
“officer” is provided in the’ regulations, and it is unclear whether the rule could be 
used with respect to junior officers, such as assistant treasurers, assistant vice presi- 
dents, assistant secretaries, etc. We believe the regulations should be amended to 
provide that the term “officer” be defined so as to exclude assistant officers from its 


meaning. 

Finally, as presently proposed, the regulations do not adequately and fairly ad- 
dress situations in which motor pools of standardized vehicles are maintained, any 
one of which can be used at random for business or non-business purposes by an 
employee within specified classifications. For these situations, the regulations 
should be amended to provide income imputation based upon the average of the fair 
market values of the vehicles in the pool and on the average of the non-business 
uses of the vehicles in the pool. 

Thank you for the opportunity to present our views on these important regula- 
tions. 





STATEMENT OF Hon. MICKEY EDWARDS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF OKLAHOMA 


Mr. Chairman, I appreciate the opportunity to submit this statement in behalf of 
H.R. 1305 which I introduced on February 27. My bill would repeal section 179%b) of 
the 1984 Act and negate all the compliance provisions of section 179 of that Act. 
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At least 250 Members of Congress have joined in sponsoring legislation to elimi- 
nate the new IRS vehicle rules. On October 24, 1984, the IRS issued contemporane- 
ous record-keeping regulations, and, on January 2, 1985, it issued rules relating to 
fringe benefits, including personal use of employer vehicles. These rules imposed an 
undue burden on all taxpayers who wish to write off the value of their vehicles. 
Apparently, the IRS has seen at least some of the error of its ways and issued new, 
temporary rules printed in their Federal ister on February 20, 1985. 

I have introduced legislation which would end the confusion existing among tax- 
ee trying to comply with bewildering regulations. With respect to the new, IRS 

roposals, Deborah L. Aiken, tax attorney for the Tax Policy Center of the U.S. 
Chamber of Commerce, has done an excellent analysis in which she made 24 points: 

(1) The value of the use of the company property to the. employee should exceed 
$1,000 before the quarterly withholding is triggered. On an amount smaller than 
$1,000 the administrative burden exceeds the .value of collecting the tax in advance 
on this small sum. 

(2) It is very difficult for purchasers of fleet vehicles to know what is the fair 
market value (FMV) of a ve H By definition FMV is the established price of a 
willing buyer and a willing seller. does not work in the case of large volume 
ee peaperte All vehicles must be valued as of January 1, 1985. The administrative 

urden of establishing the FMV of huge fleets of automobiles should be alleviated 
by some kind of safe harbor. We suggest that the FMV of fleet cars should be the 
capital cost less depreciation at a rate of 2% per month of ewnership. Another safe 
harbor possibility would be to use a blue book value for this one time valuation. In 
the absence of a safe harbor, there should be some indication that ei will not 
result if a good faith consistent method is used to value these vehicles. 

(3) There is also a problem in valuing vehicles purchased after January 1, 1985 by 
large fleet owners. The difficulty is described above with regards to kno what is 
the FMV when a volume discount is received by the purchaser. There should be 
some formula, or add-on amount, to establish FMV as well as clear definitions as to 
whom this special provision would apply. 

(4) The use of statistical sampling to obtain percentages of business use and per- 
sonal use of vehicles is a very constructive idea. The sample sizes suggested in the 
pro regulations are larger than necessary. A sample size of one of a class 
under 500 vehicles is excessive because it does little to increase the reliability over 
that of substantially smaller sample sizes. The integrity of the sampling would be 
protected by using random samples. 

(5) The value of commuting is reduced from $4 to $3 per day and this is positive. 
However, this reduction in conjunction with the lowering of the percentage of own- 
ership requirement to be eligible to use this commuting value seems to be working 
at cross purposes. In the January Employee Benefit Proposed Regulations a 5% 
owner of a corporation was ineligible to use the $4 commuting value. That provision 

ated against small businesses because it is much easier to own 5% of a 
small business than 5% of a large business. Now the provision is injurious to every- 
one small and large. This is not the direction that the new proposed regulations 
should move if confidence is to be engendered in the Service’s desire to work out a 
satisfactory conclusion to this outrageous situation. 

(6) With regards to the value of computing, a art ee takes home a school bus or 
other large vehicle and does not qualify for the $3 per day commuting value. The 
imputed value of the commuting using lease values could exceed the taxpayers 
income from driving the school bus, for example. 

(7) The proposed regulations require that there be a bona fide noncompensatory 
business reason for the employee to commute in the vehicle. One of the reasons 
listed is the need to provide security for the vehicle. Is it sufficient to declare that in 
the employer’s opinion that the vehicle is safer at the employees residence? If this 
declaration is not sufficient what type of documentation or proof is required to sub- 
stantiate the treatment of the commuting? The importance of this is clear when one 
considers that by the time the employer is audited and the treatment of the com- 
Sue ee is rejected many of the employees may be employed elsewhere. 

(8) The administration of the 70% business use exception is not clear. An employ- 
er could use the 70% business exception and imputs the remaining 30% personal 
use to the employee. Later the employee could produce records showing more than 
70% business use and the employer does not have any rules in the proposal regula- 
tions explaining how this situation should be handled. The Chamber recommends 
that in thi i aituation that the employee should take the remaining business use as a 
compensating deduction on his abr return. This way the employer would be 
free to choose the ease of the 70 or his business exception while the employee 
could pay tax only on his actual personal usage. 
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(9) The 70% business use exception is not a high enough percentage for a sales- 
man. Indications from our members put the actual business use at 90%. A salesman 
is now faced with the choice of paying tax on personal use that is actually legiti- 
mate business use of keeping tedious centemporaneous records. We feel that the ex- 
on for sales and service should be substantially higher than the present 70 or 


O. 

(10) The 80% business use exception for farmers is not a reasonable approach 
when combined with the 70% income from farming requirement. For example, if a 
farmer believes at the beginning of the year be qualifies for this exception he will 
keep no contemporaneous records. Later in the year he may have economic difficul- 
ties and be forced to accept a position as an employee in another industry. At this 

int it is too late to reconstruct the records for use of the vehicles but he will not 

ve received 70% of his income from farming. He will have the double calamity of 
economic difficulties from his farming which are aggravated by the loss of legiti- 
mate business deductions from vehicles. Also many farmers have sponsors who work 
and bring in more than 30% of the total income on the joint return. We recommend 
that the income from farming requirement be lowered to accommodate the various 
situations which occur in the farming community. 

(11) It is not clear in the proposed regulation if an employer who is using the 70/ 
30 split for mileage purposes may also reimburse an employee for gas using the 
same ratio. If this is not intended it should be clearly explained. We recommend 
that employee be reimbursed for gas and oil using the same percentages as used for 
mileage. Otherwise an employee who does not have to keep records for the mileage 
will still be required to keep him for other expenses. 

(12) Again we recommend that vehicles which are taken home because the em- 
pivee is on 24 hour call should not be subject to the commuting value. It seems 
unfair to require a policemen to take a vehicle home to help crime in his neighbor- 
hood and still charge him for the value of the automobile commuting. Also thou- 
sands of employees wait at home every night to repair someone’s furnace or bail out 
someone’s basement. If an employee is rendering a service by being on 24 call why 
should he be charged for doing so? It is important to remember that it is often the 
lower paid employees who are on , 

(13) We need to have a further explanation of what is considered ‘‘at or near’ the 
time for purposes of the recordkeeping. 

(14) It clearly states in the proposed regulations that a cents per mile rate can not 
be used for the value of the availability of an employer-provided automobile. Howev- 
er, if an employee has a percentage of personal use imputed to him but has records 
indicating less personal use than was imputed, can he not use cents per mile to his 
personal tax return? For example, an employee has 30% personal use imputed to 
him and he has records indicating only 20% personal use. Can he take the addition- 
al 10% as cents per mile? Also in the appropriate situation could an employee use 
the cents per mile rate for medical or charitable as a deduction against the imputed 
value of personal use? 

(15) The pro regulations allow for an employer to impute 100% of the value 
of the road vehicle to the employee if the employee’s wages exceed the FICA base. 
There is no authority in the legislation supporting a regulation of this nature. 

(16) The proposed regulations state that once a taxpayer has made an election to 
satisfy the recordkeeping requirements by one method he cannot later amend. A 
cazpayer may be eligible to use the 80% business use exception but decides to keep 
records to substantiate a 90% business deduction. Later, if these records are de- 
clared inadequate for some reason, the taxpayer should have the option to amend to 
retain some portion of the business deduction. 

(17) Many companies have e numbers of cars and the burden of administrat- 
ing the personal use and the valuing of each automobile is too great if a cents per 
mile cannot be used. We ask that the cents per mile rate which has been used for so 
long be once again restored. 

(18) Great inequities between taxpayers are created when one is required to drive 
a more expensive vehicle than another. If one taxpayer must drive an expensive ve- 
hicle he must carry certain equipment he is being imputed a greater value than if 
he drove a smaller less expensive vehicle for the same amount of personal use. A 
great concern of the employers is that the employee may refuse to have an expen- 
sive vehicle available to him for personal use and the employer will have to incur 
expense to garage the vehicles. The irony baa that the most expensive vehicles 
needing the most protection from vandalism will not be candidates going to the em- 
ployees home. . 

(19) For p of valuing travel by company plane, the definition of key em- 
ployee is not clear. The definiton should not be just the senior person on the plane 
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at that moment. Rather a key employee should be the one who can call up the use 
of a company plane without prior approval. 

(20) It is not clear what is meant by “for primary business purpose” in regards to 

Meng company planes. Further explanation must be given for this definition” 

(21) There is a problem with using an equivalent charter rate when valuing use of 
a company plane use the charter rate includes a profit for the charter company, 
not just the cost of the plane. 

(22) The ioiey or aged of a key employee traveling on a company plane requires 
imputing three times first class rate (600% SIFL). This appears to be an excessive 
value and should be reduced: 

(23) It seems inconsistent that an empty seat on an airline plane has a different 
ue than an empty seat on a company plane. Equivalent benefits should be treat- 

equal 

(24) When considering the need and value of travel by company plane security 
reasons sould be a consideration. 

The Chairman, in addition, my bill would provide that no amount shall be includ- 
ed in gross income as a fringe benefit by reason of the use of any vehicle owned by 
any governmental unit or agency. 

e IRS rules obviously put a cumbersome and costly record-keeping requirement 
on all levels of government, and could adversely affect the delivery of certain emer- 
gency services. In addition, to force a massive data collection and reporting burden 
on these entities is obviously uneconomical and counter-productive. 

Mr. Chairman, at this point I include extraneous matter, including letters from 
Oklahoma Governor George Nigh and Oklahoma City’s City Manager, Scott John- 


» Thank you, Mr. Chairman. I urge the Committee to join in mepe! of these costly 
and burdensome regulations. 


[Attachment] 


STATE OF OKLAHOMA, 
OFFICE OF THE GOVERN: 
Oklahoma City, OK, January 22 "1985. 


Hon. Mickey EpwArps, 
2434 Rayburn Building, Washington, DC. 


DEAR CONGRESSMAN EDWARDS: Enclosed is a copy of my letter to Secretary Donald 
T. Regan concerning the actions of the Internal Revenue Service under the Tax 
Reform Act.of 1984 shifting certain income reporting requirements. 

I hope you can be supportive of our effort to return to a reasonable approach. 

Sincerely, 
GEORGE NiGu, Governor. 


[Attachment] 


STATE OF OKLAHOMA, 
OFFICE OF THE GOVERN 
Oklahoma City, OK, January 3 "1985. 


Hon. DONALD T. REGAN, 
15th and Pennsylvania Avenue NW, 
‘Washington, DC. 

DEAR Mr. SECRETARY: As you are aware, the Internal Revenue Service recent] 
issued temporary regulations (Vol. 50, No. 4, Federal ep dra dated January 
1985) delineating an involved procedure for the reporting of fringe benefits as im- 
puted income, and for employer withholding and remitting of federal income tax on 
the imputed income. The regulations make no distinction between public and pri- 
vate sector mre ers. Whatever the worth of the regulations as they pertain to the 
private sector, I believe they are an unnecessary imposition and an unwarranted 
intrusion into the business of state and local governments. 

Private sector employers may have viewed vehicle assignments as an inexpensive 
means of awarding vadstional ene oyee compensation. Public sector employers have 
no “tax write-off eivaniges Spe g for the State of Oklahoma, our state law 
provides that only those employees subject to call 24 hours a day are permitted to 
drive a vehicle between their residence and their assigned place of employment. All 

rsonal use is specifically prohibited. To subject Game Rangers, Highway Troopers, 
Departmeiit of Labor Investigators, etc., to a taxable imputed income is unwarrant- 
ed. To force a massive data collection and reporting burden on a governmental 
entity is uneconomical. 

I strongly urge you to suspend the regulations or so much of them as pertain to 
public sector entities. I am attaching a copy of Oklahoma Statutes concerning the 
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use of state-owned vehicles, I hope they add clarity to my comments. I will be happy 
to answer any questions you might have, or have a member of my staff supply you 
with any additional information that we have and you might wish. 
Sincerely, 
GrorcE NiGcu, Governor. 


Attachment. 
CHAPTER 55.—STATE-OWNED AUTOMOBILES 


Sec. 

151. Marking of automobiles owned by state. 

152. State Board of Public Affaire—Duty. 

153. Driving of unmarked automobiles prohibited—Exception as to vehicles to Bureau of Criminal Investigation. 
154. Use of state-owned automobiles for private purposes. 

155. Misdemeanor—Violations of act—Penalty. 

156. Purchase of automobiles or buses with public funds, except for certain de ta, prohibited. 

roe Use of =vecwned motor vehicles for private use prohibited—Penalty— ptions. 

156.8. Purchases of motor vehicles necessary for performance of official duties permitted—Color—Marking—Size 


of magi, 
157.1. Insurance on Department of Transportation, Board of Agriculture and Department of Human Services” 
vehicles—Kinds and amounts. 


insurance. 
157.8. Actions to be brought against insurer. 
157.4. Venue of actions. 
157.5. Definition. 
158.1. Insurance on other state-owned vehicle and equipment—Kinds and amounts. 
158.2. Maintenance of actions. 
159.1. State Motor Pool—Creation—Control and regulation. 


. Defini 
159.8. Acquisition of vehiclee—Transfers— Assignment of transportation. 


bo ae areas wees gees prpaca und 
1. Use o vehicles for private ibited. 
159.8. Marking of vehicles. = aoa 

159.9. State Motor Pool Fund—Petty cash fund. 

159.10. Reports to Governor. 

159.11. Exemptions. 


§ 151. Marking of automobiles owned by state 


A. On each side of every state-owned automobile shall be painted the words 
“State of Oklahoma” in conspicuous letters at least three (3) inches in height and 
the name of the department or institution by which said automobile is used in con- 
spicuous lettters at least two (2) inches in height, except that vehicles used regularly 
as patrol units shall be distinctively painted black and white and shall bear the 
wording “Oklahoma ce babs dead ” on each side of the vehicle in letters of such 
size as to be easily distingui le, it being the purpose and intention of the Legisla- 
ture that said patrol units shall be marked in the future in the same manner as 
those now in use. The Commissioner of Public Safety is hereby authorized to desig- 
nate colors and markings, in lieu of those authorized by the provisions of this sec- 
tion, for patrol units used for patrol purposes and for selective traffic law enforce- 
ment. 

B. Vehicles purchased by the Oklahoma State Bureau of Narcotics and eet Otay 
Drugs Control for use in undercover investigations and vehicles purchased by the 
Oklahoma state Bureau of Investigation shall not be subject to the provisions of this 
section. 


(Amended by Laws 1984, c. 240, § 5, operative July 1, 1984. Approved May 29, 1984 
Emergency.) 


§ 152. Office of Public Affairs—Duty 

It shall be the duty of the Office of Public affairs to have painted on every state- 
owned automobile the letters and words required by the provisions of Section 151 of 
oe title when any such automobile is presented to said Office of Public Affairs for 
said purpose. 


(Amended by Laws 1983, c. 304, § 22, eff. July 1, 1983.) 


§ 153. Driving of unmarked automobiles prohibited—Exception as to vehicles for 
Bureau of Criminal Investigation 


It shall be unlawful for any person to drive any state-owned automobile at any 
time and for any purpose, on any street or highway within this state, unless the 
provisions of section one (1) hereof, have been strictly complied with, provided, how- 
ever, the Commissioner of the Department of Public Safety is hereby authorized to 
set aside not to exceed eighteen automobiles for use by his department so that the 
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same may be available to the Bureau of criminal Investigation without identifying 
marks thereon. Laws 1923-24, c. 86, p. 103, § 3; Laws 1949, p. 336, § 2. 


§ 154. Use of state-owned automobiles for private purposes 


It shall be unlawful for any person to drive any state-owned automobile, on any 
street or highway within this state, for any purpose other than in the performance 
of the duties of such person as an officer or employee of the State of Oklahoma. 
Laws 1923-24, c. 86, p. 103, § 4. 


§ 155. Misdemeanor—Violations of act—Penalty 


Any person violating the provisions of this act shall be deemed guilty of a misde- 
meanor, and upon conviction thereof, shall be Bey a fine of not less than 
One Hundred Dollars ($100), nor more than Five Hundred Dollars ($500.00), or by 
imprisonment in the county jail for not less than thirty (30) days, nor more than six 
(6) months, or by both such fine and imprisonment. 


§ 156. Purchase of automobiles or buses with public funds, except for certain de- 
partments, prohibited 


Unless otherwise provided for by law, no state board, commission, department, in- 
stitution, official, or employee, except the Department of Public Safety, the Depart- 
ment of Human Services, the Department of Wildlife Conservation, the Department 
of Corrections, the State Department of Education, the Oklahoma State Bureau of 
Narcotics and Dangerous Drugs Control, the Oklahoma State Bureau of Investiga- 
tion, and the Transportation Commission, shall | daca any passenger automobile - 
or bus with public funds. The Oklahoma School for the Deaf at Sulphur, the Oklaho- 
ma School for the Blind at Muskogee, and any state institution of higher education 
may purchase, own, or keep if now owned, or acquire by lease or gift, and use and 
maintain such station wagons, automobiles, trucks, or buses as are reasoanbly nec- 
essary for the implementation of the educational programs of said instiutions. No 
bus operated, owned, or used by such educational institutions shall be permitted to 
carry and person other than students, faculty members, employees, or volunteers of 
such institutions. The provisions of this section shall not be construed to prohibit 
the operation of intracampus buses or buses routed directly between portions of the 
campus of any institution not adjacent to each other, nor to prohibit the collection 
of fares from such students, faculty members, or employees of such institutions, suf- 
ficient in amount to cover the reasonable cost of such transportation. The J. D. 
McCarty Center for enatappe Children, the Oklahoma Department of Libraries, 
the Oklahoma Department of Veterans Affairs, and the Oklahoma Veterans Cen- 
ters may own and maintain such passenger vehicles as those institutions have ac- 
quired prior to May 1, 1981. 

The use of station wagons, automobiles, and buses, other than as provided for in 
this section, shall be permitted only upon written request for such use by heads of 
departments of the institution, approved in writing by the president of said institu- 
tion or by some administrative official of said institution authorized by the presi- 
dent to grant said approval. Such use shall be permitted only for official institution- 
al business or activities connected therewith. Such use shall be subject to the provi- 
sions of Sections 156.1 and 159.7 of this title forbidding personal use of such vehicle, 
and to the penalties therein declared. Any person convicted of violating the provi- 
sions of this section shall be guilty of a misdemeanor and shall be punished by fine 
or imprisonment, or both, as provided for in Section 156.1 of this title. 


(Amended by Laws 1982, c. 287, § 42, operative July 1, 1982; Laws 1984, c. 161, § 2, 
emerg. eff. May 1, 1984; Laws 1984, c. 240, §6, operative July 1, 1984, approved 
May 29, 1984 Emergency.) 


§ 156.1. Use of state/owned motor vehicles for private use prohibited—Penalty— 
Exceptions 


A. It shall be unlawful for any state official, officer, or employee, except those offi- 
cers or employees authorized in subsection B of this section, to ride to or from his 
lace of residence in a state-owned automobile, truck, or pickup, except in the per- 
ormance of his official duty, or to use any such automobile, truck, ambulance, or 
pickup for other personal or private head Spe Any person convicted of violating the 
provisions of this section shall be guilty of a misdemeanor and shall be punished by 
a fine of not more than One Hundred Dollars ($100.00) or by imprisonment in the 
county jail for a period to not exceed thirty (30) days, or by both said fine and im- 
prisonment, and in addition thereto, shall be discharged from state employment. 

B. Any state employee who receives emergency telephone calls arly at his 
residence when he is not on duty may be permitted to use a vehicle belonging to the 
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State Motor Pool Division of the Office of Public Affairs, as created in Section 159.1 

of this title, to provide transportation between his residence and his assigned place 

see employment, provided such distance does not exceed fifty (50) miles'in any round 
rip. 

The principal administrator of the state agency with which such employee is em- 
ployed shall so designate the employee’s status in writing to said Division, the Gov- 
ernor, the President Pro Tempore of the Senate, and the Speaker of the House of 
Representatives. 


(Amended by Laws 1983, c. 304, § 23, eff. July 1, 1983) 


§ 156.3. Purchase of motor vehicles necessary for performance of official duties 
permitted—Color—Marking—Size of lettering 

This act shall not apply to and shall not be so construed as prohibiting the pur- 
chase and use of trucks or pickups by state departments, institutions or agencies 
when such trucks or pickups are necessary for the performance of their official 
duties, provided that all such trucks and pickups owned and operated by the State 
Highway Commission shall be painted yellow, and all state-owend motor vehicles 
_(except ten automobiles in the Department of Public Safety) shall be plainly 
marked, in letters not less than four (4) inches in height, with the words “State of 
Oklahoma” followed by the name of the appropriate department, institution or 
agency operating such vehicle. 


[Attachment] 


THE CrTy OF OKLAHOMA Criry, 
OFFICE OF THE Crry MANAGER, 
Oklahoma City, OK, January 30, 1985. 


Dan NISSENBAUM, = 
I.C.M.A., Washington, DC. : 


In the January 21, 1985 “ICMA Newsletter’, information concerning the different 
aspects of the proposed taxes for use of municipal vehicles was requested. The fol- 
lowing is for your review: 

Attached is a list of the various t of cars and trucks asssigned to departments 
in the City of Oklahoma City. Individuals are required to utilize these vehicles after 
hours, because the employees are on emergency or 24 hour call. This is not a benefit 
to the employees, but rather a convenience and benefit for the City. 

use the vehicles are for 24 hour or emergency use, the automobile or truck 
has many t of equipment needed for quick responses. Radios, when installed, 
make it possible for work to occur while the employee is enroute to the emergency. 

Many employees use their assigned car or truck to check worksites before coming 
to the office or after leaving the office. Greater productivity is achieved since em- 
pie do not lose time driving to the office and then going back out into the city. 

e vehicles all have City seals on them. A great amount of public visibility and 
poe sense of security is gained by these vehicles being in neighborhoods after 
ours. 

All personal use of the vehicles is forbidden by City Charter and policy. 

In summary, to tax municipal employees for using a vehicle to increase their pro- 
ductivity and their ability to respond to emergencies, is not in the best interest of 
the nation’s municipalities. 

Your help and interest in this matter is appreciated. The staff will provide addi- 
tional information as needed. 


Scott JOHNSON, 
City Manager. 
Attachment. 
VEHICLES ASSIGNED ON A 24-HOUR BASIS 
Department Auto Truck 
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VEHICLES ASSIGNED ON A 24-HOUR BASIS—Continued 


Depertment Auto Track 
Community development................csccccsscssseccssscsosesssnsssssscssssssssscesssesssusessecessssesssessssecsssesssssessssesessessssseessnecessuseceneseeres 80 9 
WAVet TOS COS fossa sag 22a hci doen sear ccsea uontvtam tard aictsi dette atensenien ele eats ended 17 34 
: 
POSE sete acted ut Yes tce i caay tees ncetonclum tesa cuicees i wes rclate ic aoses tenn aaa etl. toa Gaeta aceasta 43 5 
| ene ee Pera eer te etn vO UE a Ca PR CURL SUTET ee HRN OO tee CSAC TRAE TES FD TERIAL POEM SHOOT AT IEC U RTT ATE 26 2 
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: 
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CENTRE STI ca Et aha I atta el Nadal a hal eo tag Sk sa es l NA 

NORAD societies hace case ees tan waa a aris rss haat tvitedadtiesavssdensdedeesticetiissacdcaaodenconne demos 201 114 

GRAND Prarrir, TX. 


DEAR Mr. Frost: In your last letter, you ask me to write a letter concerning the 
IRS regulation of personal mileage use of company truck. This is it. For 17 years my 
husband has worked for the same artigo ees has drivern a company truck as 
part of his salary, now you people tell us that we must pay to drive it. Not to the 
owner of the car or truck mind you, but to IRS. This is bull. The president said he 
would not raise our tax. He did not raise them, he just let you ple invent new 
one’s. This new tax is hurting the middle man very much. We ly make it by 
every April 15 and now you want more. 

Do you realize without a set amount put down, how open we are to the companies 
we work for. On my husband’s work sheet we pay for mileage, a poor air repairs 
and all, because the company, IRS, and it seems everyone involved with this doesn’t 
know what to say other then “fair market value.” The company then uses their per- 
cent as a tax write off. We are informed, we cannot. Mr. Frost you and other por 
in your position are there to help us. If you let this regulation continue, then I can’t 
see where that so called help is at. 

I understand our government must have tax monies, but if they would use it 
right, we’d have enough. “Example,” my husband does work on public highways 
sometimes. Because so much money was allotted to this stretch of road, they used 
time, money & material when it did not need all this. I don’t know why you let this 
go on and on. I hope this letter does not anger anyone as I am angry enough for all. 

Thank you for your time. 

Mary ELLIOTT. 


STATEMENT OF Hon. BILL EMERSON, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
oF MIssouRI 


Mr. Chairman, I join my Colleagues in protesting the Internal Revenue Service 
regulations regarding “adequate contemporaneous records’. I have been flooded 
with complaints about the new regulations requiring taxpayers to keep extremel 
detailed records on farm and business use of property. And frankly, while the 
modifications to the original proposed rules are an improvement, they are simply 
not good enough. 

We can all agree that the federal government has an obligation to do its best to 
collect the taxes that it is rightfully owed. However, the methods it uses to collect 
those taxes must be kept in line with common sense. Certainly, forcing automobile 
users to keep absurdly detailed and accurate records of every mile that contributes 
to their making a living is ridiculous. 

The overwhelming majority of people pay their fair share of taxes and do their 
best to keep adequate records. Hard-working, honest Americans do not object to fair 
taxation—however, they strongly oppose excessive and unnecessary record-keeping, 
and rightly so. We simply should not discourage our law-abiding citizens by unduly 
burdening them with more and more paperwork. 

I have been overwhelmed by the sense of betrayal that has been communicated to 
me by Missourians as the result of these regulations. The people have held in good 
faith our supposed commitment to reducing bureaucratic red tape. Much has bse 
said about how much has been accomplished in combatting the tremendous paper- 
work requirements of the federal government. Then, suddenly, another paperwork 
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nightmare hits—requiring when, who, where, why, and how far for each and every 
business use of an automobile or other property. Businessmen are left faced with 
spending more time recording than it takes to drive the trip. It certainly isn’t any 
wonder why there is confusion about whether we are truy interested in decreasing 
burdensome paperwork. 

If these regulations are permitted to stand, bookkeeping will become a monumen- 
tal and overwhelming task for many small businesses and farmers. Those struggling 
to make ends meet and earn a decent living simply cannot afford to spend extra 
time and energy logging mileage rather than putting their resources to meeting the 
basic demands of the work day. 

I am also concerned about those people in my largely rural, agricultural district 
that are not even aware that they should be keeping logging records. The new IRS 
provisions are retroactively effective to January 1, 1985. 

I have no doubt that there are those who will be understandably upset and frus- 
trated next year when they must produce records substantiating their tax deduction 
and will not be able to do so. 

The senseless logging requirements are counter-productive. Mileage logging will 
cost the consumer at least $7 billion. We simply should not abuse the American tax- 
payers’ time and money by allowing these outrageous rules to stand. Let’s return to 
the old system that treated the taxpaying public equally by simply requiring tax- 
payers to keep “adequate records” or “sufficient evidence” in order to take advan- 
tage of business deductions. 

I urge my Colleagues to work to repeal the IRS regulations, and I am hopeful that 
the Committee on Ways and Means will take prompt action to eliminate these bur- 
densome and unnecessary logging regulations. 

Thank you. 


First THRIFT OF AMERICA, ° 
Huntington Beach, CA, February 28, “1 985. 
JOSEPH K. DoWLEY 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

Dear Mr. Dow ey: This letter is in regards to the hearings scheduled for March 
5, 1985 on the issue of the Treasury Department’s revised temporary and proposed 
regulations relating to the record keeping requirements for automobiles and certain 
other property. 

The temporary and proposed regulations issued by the Treasury Department, 
went a long ways in alleviating much of the tedious work necessary in maintaining 
records. However, for many these did not go far enough. I as a businessman, as well 
as my colleagues, still must maintain these burdensome records. This puts a tre- 
mendous strain and burden on our day-to-day operations and hampers our ability to 
conduct business. 

Furthermore, these regulations did not address the areas of computers in the 
office. True there may be some abuses for computers in the home, but for many of 
us where the computer is located at the office, this is a burden and time consuming 
chore. These requirements force us to lower our productivity as well as decrease the 
willingness to use the computer in our office. I believe this is true for most business- 
es, aS personal computers are now becoming a necessary tool and more prevalent 
than ever. 

I also believe that these requirements will not deter the abuses and are also non- 
enforceable. For a few who have a lot to gain from these deductions, there is noth- 
ing to prevent them from waiting until an audit and then hiring an individual to 
create a log. But in the meantime, for many of us who are honest, this still penal- 
izes us for the few and restricts our productivity. 

I therefore respectfully submit to you that the only logical and reasonable solu- 
tion to this problem is a total repeal of these requirements. Thank you for your time 
and opportunity to express my views and that of my colleagues for inclusion in the 


silane yours, 


He Icawa, Controller. 
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Tconesavics & Lovaine Insrirute, 
Washington DC, March 1, 1985. 
Hon. DANtEL RostENKOWSKI 
Chairman, House Ways an and Means Committee, Longworth House Office Building, 
Washington, DC. 

Dear Mr. CHAIRMAN: The Foodservice & Lodging Institute is a trade association 
of forty-four of the nation’s | multi-unit restaurant, food service and hotel 
companies. Its members own and lease thousands of automobiles, vans, and trucks 
for use in their business, ranging from delivery and service vehicles thro sales 
representatives’ cars and executive limousines. These vehicles are all subject to 
IRS’s new and burdensome temporary daa ou on recordkeepi 

We understand that the Ways and Committee will hol ‘hearings on the 
impact of the new “contemporaneous reco Pde Labia for deductibility of the 
expenses of automobiles and other vehicles in business. We wish to go on 
record as vigorously supporting the numerous proposals to repeal this new require- 
ment, i.e. repeal of section 17%b) of the Tax Reform Act of 1984. 

Few provisions in recent tax legislation have resulted in such extensive, burden- 
some, confusing, and unnecessary regulations by the Internal Revenue Service. The 
three separate sets of temporary regulations now ne effect cover dozens of pages of 
the Federal r. IRS's most recent changes in these tions, an atteampt to 
forestall thoughtful legislative consideration of the issue, have served only to add 
confusion to employers’ attempts to ascertain their obligations. In fact, the new 
rules do little to relieve the business community of the unnecessary burdens devised 
by the service in stretching the legislative language far beyond any reasonable 
intent. 

We would emphasize that our “industry does not dispute the sao es sag “ep he to 
substantiate the deductibility of automobiles and other motor vehicles. Such sub- 
stantiation does not, however, require the extensive 9 das envisioned by the 
ai Rather, the business use of cars ay pee quately documented under the stat- 
| i ele to amendment. Our industry is ey. and able to accept responsibil- 

ity me maintaining accurate records or arly adequate substantiation, as under 
prior law. 

joe oe be happy to provide any further information you may find useful in 


peasy roo 


WiLiiaM G. Giery, Executive Secretary. 





STATEMENT OF RICHARD A. BoyD, NATIONAL PRESIDENT, FRATERNAL ORDER OF POLICE 


Mr. Chairman and members of this distinguished committee, law enforcement 
does not feel that it was the intent of Congress in the Deficit Reduction Act of 1984, 
to require the police to comply with the record keeping requirements of the “tempo- 
’ rary rules” of the IRS. Further, law enforcement te dsies not feel it was the intent of 
Congress for “law enforcement vehicles” to be even considered part of “those signifi- 
cant numbers of vehicles in non-compliance with the prior law”. 

In nes words, speaking for the police, we don’t know what’ we're doing here in 
the first plore: The ‘ ‘temporary rules” on recordkeeping, including the broad cover- 

e of police vehicles, has raised considerable havoc in the law enforcement commu- 
nity. Specifically, it is unreasonable of the IRS in its rule making on record keeping, 
to expect that the ‘“NARC’, making undercover inv i nae to differentiate be- 
tween personal and company mileage on a vehicle that he is required to drive, day 
and night, not necessarily for commuting, for the specific purpose enforcing the 
laws of this land. It is more unreasonable to expect that the officer be taxed for the 
use of the vehicle when the vehicle is a tool of the trade and not an optional, or 
personal preference, tool at that! 

It is unreasonable to expect that the Sheriff, Municipal Officer, or State Troo 
who is required to take a “marked emergency vehicle home, as a condition of 
employment, to differentiate between personal and business usage of that Sale 
when the maj sd sea of crime and accident  aptibegac es is to see police vehicles on 
the street, regardless of the purpose for which the vehicle is being used. It is more 
unreasonable to tax the officer, at a commuting or fair market value rate, for the 
use of that police vehicle, when the clear intent of Co in 1984 was to elimi- 
nate abuses, not put law enforcement preren in jeo 

Mr. Chairman, the ramifications of the proposed regulations on record keeping, 
and on the entire taxation of the use of police vehicles, is a burden that the law 
enforcement community does not need at this time. In case no one has heard, we 
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are gaining on crime in general, but still losing the narcotics war, and law enforce- 
ment at levels does not need the added burden of Federal paperwork and we 
certainly don’t need to tax the officers additionally for agreeing to do a tough job. 

The Fraternal Order of Police submits that law enforcement currently keeps ade- 
quate records on the use of their public agency vehicles by recording the mileage 
and nature of use on paray detailed reports required of all law enforcement person- 
nel. The requirement of her record keeping by the Federal Government would 
be redundant, since the employing agency has a better grasp on the control of em- 
ployer-provided automobiles, and the associated record keeping, than does the IRS. 

e Fraternal Order of Police requests that this distinguished committee consider 

legislation which not only exempts law enforcement from the record keeping provi- 
sions of the IRS temporary rules, but that you exempt law enforcement public vehi- 
cles from the taxation provisions of the rules. These temporary rules concerning law 
enforcement aaa vehicles threaten to: 

A. Affect the safety of the public and other law enforcement officers by reducing 
the availability of these law enforcement public vehicles; 

B. Affect the continuance of effective crime prevention and crime fighting, as well 
as accident prevention programs; and 

C. Over ride the public policy of many agencies who feel that they should deter- 
mine the most cost effective use of law enforcement public vehicles. 

Please give us an affirmative response to a very real problem. Please expand the 
scope of these hearings to consider those classifications of public vehicles which 
should be exempt from IRS taxation rules. 





STATEMENT OF WARREN Y. JOBE, EXECUTIVE VICE PRESIDENT OF FINANCE, GEORGIA 
Power Co. 


My name is Warren Y. Jobe, executive vice president of finance for the Georgia 
Power Company [GPCO]. I wish to thank Chairman Rostenkowski and the members 
of the Committee on Ways and Means for their willingness to address the record- 
keeping requirements related to automobiles and certain other property that were 
brought about by the Tax Reform Act of 1984. GPCO is an investor-owned electric 
para which serves over 1.3 million customers in the State of Georgia. It is the larg- 
est of four operating subsidiaries of the Southern Company. Like many other large 
utility companies, GPCO’s employees operate a large fleet of vehicles (approximate- 
ly 1500) while serving our customers over our approximately 57,000 square miles of 
service area. In my testimony, I would like to focus on the excessive administrative 
burden and unnecessary cost imposed on our company and our customers by the 
current record-keeping requirement. 

Over one-half of our passenger vehicles are utilized by employees subject to 
twenty-four hour emergency call. These employees are regularly and routinely sum- 
moned at irregular hours to supervise or assist in the restoration of electric service, 
protection of property, oe of personal injury or death, or other essential 
company business. We believe that these employees should not be penalized for 
their nominal personal use of company vehicles. 

Most of the remaining vehicles GPCO operates are assigned to employees whose 
jobs require extensive travel within GPCO’s service area. Additionally there are 
some automobiles assigned to managment or are available as ‘“‘pool’’ cars for emer- 
gency business use. These vehicles are used for various business functions including 
travel to construction sites, division offices, inter-office and other similar require- 
ments. In the majority of cases, these vehicles are used strictly for business pur- 

. GPCO, like other major utilities, maintains detailed company policies restrict- 
ing the use of most of these vehicles primarily to business use and requires ade- 
quate records that substantiate such use. We strongly believe that the prior law gov- 
erning deductible travel expenses, requiring substantiation of amount, time, place 
and business pu of travel, provides for adequate record-keeping requirements. 
The congressional committee report of the conferees who drafted the record-keeping 
requirements in the Tax Reform Act of 1984 stated that records should “*** reflect 
with substantial accuracy the business use of property (emphasis added)’. We be- 
lieve that this goal was sufficiently accomplished by prior law. We do not believe 
that hundreds of employees within GPCO. (And literally hundreds of thousands 
more utility employees nation-wide), whose primary use of vehicles in their jobs are 
business-related, should have to painstakingly maintain daily logs of each use of a 
particular assigned vehicle. 

While it is true some personal use of company on nes vehicles does occur, we feel 
that more reasonable means should be allowed for identifying and attributing 
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income to those incurring both personal and business use of vehicles. Such means 
could perhaps include broader use of safe-harbor limits similar to those prescribed 
by the recent temporary and proposed Treasury regulations for sales personnel, al- 
lowing for determination (on an annual basis) of normal commuting miles by em- 
ployees allowed personal use of vehicles, or other similar approaches which would 
be characterized by less complexity and much less onerous record-keeping require- 
ments. 

Such stringent tax compliance measures as those now in place requiring burden- 
some daily logs cost much more than they produce in additional revenue and sub- 
stantially inhibit employee productivity and morale. In fact, we estimate GPCO’s 
cost in non-productive time alone will be over one million dollars annually. The reg- 
ulations supporting the record-keeping requirements brought about by the Tax 
Reform Act will not only prove to be expensive and burdensome to millions of 
Americans, but will likely be tremendously difficult to police by the IRS. 

Therefore, it seems highly unlikely that any significant increases in revenues to 
the U.S. Treasury would be forthcoming from these new rules. For these reasons, we 
urge those on this committee to support repeal of the present record-keeping re- 
quirements relative to vehicles used for both business and personal use and develop- 
ment of a more realistic and reasonable approach to taxation of personal use of 
company vehicles. While the requirements applicable to other property (such as per- 
sonal computers—PCS) are not currently of the same magnitude to GPCO. As those 
related to automobilies, we feel that similar problems (I.E., cost, difficulty in en- 
forcement, etc.) exist in this area. Like almost all other businesses, the use of PCS 
at GPCO is growing at a tremendously rapid pace. We would again urge a more 
realistic and reasonable approach in substantiation of personal usage of such prop- 
erty. In any event, the requirement to log all usage of company vehicles or other 
property must be repealed in order to restore some sense of reason and common 
sense to the regulations. Thank you for the opportunity to register our comments 
with your committee. 


GERHARDT & PUCKETT 
Amarillo, TX, February 28 1985. 


JOSEPH K. DOWLEY, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 


DEAR Mr. Dow ey: If you find it appropriate, please include this letter in the 
written statements for the hearing on the record keeping requirements for automo- 
biles and certain other property to be held March 5. 

The big problem with the temporary and proposed regulations as they now stand 
is not in the area of the required record keeping but is in the method of “ pricing” 
the personal use portion of the vehicles. In order to be ‘‘evenhanded and fair’’, the 
method of pricing should be the same as what is allowed for business use deductions 
whether it is by mileage or actual cost. The pricing by reference to fair market lease 
value creates a second standard that creates confusion, costly records and potential 
unfairness. 

Sincerely yours, 
JOHN W. PUCKETT. 


FARMERS BRANCH, TX, March 35, 1985. 


Hon. MartTIN Frost, 
24th District, Texas, Longworth House Office Building, Washington, DC. 


DeEaR Martin: Thank you for offering me the opportunity to express my written 
comments to the House Ways & Means Committee public hearings on the new IRS 
regulations. 

Being an outside sales person for a paper mill, I use a company-provided automo- 
bile. It is a required item for my livelihood. I think it is unrealistic to add an addi- 
tional burden with more record keeping to all the other regulations we must live by 
as citizens of this country. If you had access to my IRS records, you would see that I 
certainly have paid my fair share of taxes over the total span of my working career. 
I am certainly not interested in paying any additional taxes. What I pay to the gov- 
ernment is by far the single greatest expense of my household. 

I commend Congress on its efforts for deficit reduction but 1 think the reduction 
must come from less spending rather than trying to increase your revenues. Being 
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in public office myself, I don’t believe the American people are willing to spend 
more money on taxes. 
you for keeping us informed and keep up the good work. 
Sincerely, 
WILLIAM GLANCY, 
Mayor pro tem. 


GOSHEN CUSHION, INC., 
Goshen, IN, March 1, 1985. 
Mr. JosepH K. DowLey, 
Chief Counsel, Committee on Way and Means, House of Representatives, Longworth 

Building, Washington, DC. 

Dear Mr. Dow ey: I want to offer your committee my thoughts on the Treasu 
Department’s revised temporary and proposed regulations relating to the record- 
keeping requirements for automobiles. 

Goshen Cushion, Inc., is a small manufacturing company with facilities in 
Goshen, Indiana, and Watkinsville, Georgia. We build seating products for recre- 
ational vehicles and more precisely the van conversion industry. Goshen Cushion 
provides over 200 jobs to these two communities and owns and operates a fleet of six 
delivery trucks and four salesmen’s vehicles. We have more than 500 customers, 
over one-half of whom are within 100 miles of one of our two plants. Each and every 
vehicle owned by Goshen Cusion is vital to the successful continued operation and 
profitability of this company. To remain competitive in our business, we must have 
the capabi to deliver our product to our customers on a daily basis. Our sales 
vehicles provide essential transportation to our sales staff to call on customers, dem- 
onstrate our seating products installed in our vehicles, and to respond to their emer- 
gency production problems with installation of our product. 

We appreciate the department’s revisions that no longer make it necessary to 
maintain log books for our delivery trucks. It is no longer necessary for us to pay 
our truck drivers the additional wages required to compensate them for the 30 min- 
utes each day they had spent completing their log books for their numerous stops. 
Again, I thank you for this very reasonable regulation revision. 

However, our sales staff (one of the smallest and yet most vital departments in 
our company) is still required to maintain logs for each and every call or stop they 
make. These are the people that I expect to efficiently respond to customer needs 
and problems. Their days are totally occupied with new problems and situations and 
yet, they are required (in order to satisfy Treasury Department regulations) to set 
aside time in each busy day to fill in their log books. There simply is not enough 
time in a work day to complete normal duties, let alone maintain records in order 
to ae hion to deduct the full amount of vehicle expense to which it 
is entitled. 

These vehicles are indispensable to our company. However, the log book for each 
vehicle will no doubt reflect a small percentage of personal use by our employees. 
We are being required to report this amount of personal use as compensation and to 
withhold related taxes from their current wages. This is an unreasonable additional 
burden on our accounting and payroll department. This staff of three people has 
a ee to efficiently process all paperwork and payroll for both of our plants. 
They have been able to do this largely because of our computer system which gener- 
ates al] payroll reporting information required by the Internal Revenue Service and 
various state and federal agencies. These reports will now require time consuming 
manual adjustment to reflect the small portion of “additional compensation” and 
withholding related to minimal personal use of our vehicles. 

For Goshen Cushion, the costs of the additional recordkeeping and reporting still 
far outweigh the ap pean benefits to the Treasury Department. We have never 
purchased exorbitantly expensive automobiles. We purchase what we feel we need 
to properly service our customers. The depreciation write-off limit of $6000 per auto- 
mobile each year is quite reasonable. The requirement to maintain daily log books is 
not reasonable, but is an aggravation and a costly inefficient waste of time. 

Other companies in our community have completely disposed of their fleet of 
salesmen’s automobiles. This will create a rippling effect on the rest of the economy 
as fewer automobiles are replaced each year. These companies have chosen to re- 
quire their employees to maintain logs on their own time. I do not agree with this 
policy and feel Goshen Cushion must continue to own our vehicles. 

I realize we are only one small company in the U.S. economy, but I believe there 
are thousands of companies and businesses across the country in situations very 
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similar to ours. The wasted time and additional costs of meeting this new require- 
ment must be astronomical for all of these companies combined. Please do whatever 
you can to eliminate this waste. 
pincerely, 
KEnT F. BRECHTEL, President. 


STATEMENT OF Roy LITTLEFIELD, EXECUTIVE DIRECTOR, GREATER WASHINGTON/ 
MARYLAND SERVICE STATION ASSOCIATION 


Mr. Chairman and members of the Committee, I appreciate this opportunity to 
submit testimony in opposition to the Treasury Department’s revised temporary and . 
proposed regulations relating to the record keeping requirements for automobiles 
and certain other property. My name is Roy Littlefield and I serve as executive di- 
rector of the Greater Washington/Maryland Service Station Association. GWMSSA 
is a regional nonprofit trade association representing over 1,000 small business lo- 
cated in the District of Columbia and the State of Maryland. 

We applaud Chairman Rostenkowski for calling this hearing. The chairman has 
correctly observed “that some taxpayers with legitimate business expenses may be 
facing unduly burdensome record keeping requirements as a result of the new law.” 

Under prior law, a taxpayer was required to substantiate any claimed deduction 
for travel expenses, entertainment, recreation, or gifts by adequate records or other 
evidence. Taxpayers who could reasonably reconstruct these expenses could claim a 
deduction. These records were required to show the amount, time, place and busi- 
ness purpose of the expenses (code section 274(d)). 

Section 179 of P.L. 98-369, the Deficit Reduction Act of 1984 (the act) amended 
prior law to require taxpayers to substantiate, with adequate contemporaneous 
records, any claimed credit or deduction: (1) with respect to the business use of 
listed property, that is, automobiles, other transportation vehicles, any property 
generally used for entertainment, recreation, or amusement, any computer equip- 
ment, and any other property specified in regulations; (2) with respect to traveling 
expenses (including meals and lodging while away from home); (3) for any entertain- 
ment, amusement or recreation expense, including use of a facility for such purpose; 
and (4) for any expense for gifts. These record keeping requirements are effective for 
taxable years beginning after 1984. 

GWMSSA would like to go on record in opposition to the new regulations. Many 
small businessmen operate company vehicles not so much as a fringe benefit, but as 
‘a necessary tool of doing business. To place further and excessive paperwork re- 
quirements on the small businessman who is already overwhelmed by government 
regulations and paperwork seems unreasonable. 

The new regulations have placed burdensome record keeping requirements on em- 
ployers and employees, and is viewed by many as a further example of big govern- 
ment imposing on the small business community another obligation in a mass of 
federal rules and requirements. 

GWMSSA urges that this regulation be rescinded. If you decide that records of 
vehicle use must be retained, we urge you to ease the burdensome record keeping 
requirements by requiring the recording of personal use only. 





Bic SprinGa, TX, February 26, 1985. 
JOSEPH K. DowLEy 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

GENTLEMEN: There has not been a gross overstatement in automobile or other ex- 
penses reported on Federal income tax returns. This has been a beautiful blackmail 
area for the ILR.S. agents. If an individual files a good clean return, the revenue 
agent can always assess the taxpayer for a few extra dollars in taxes for failure to 
prove automobile expenses. 

Your new law is merely a detestable way of increasing taxes without calling it a 
tax increase. 

Your truly, 


MAXWELL D. GREEN, 
Certified Public Accountant. 
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GREENAWALT & Co., 
Mechanicsburg, PA, February 18, 1985. 
JosEPH K. DoWLEY 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

Dear Sir: When considering possible repeal of the I.R.S. record-keeping require- 
ments for vehicles, etc. on March 5, 1985, I would hope the committee will keep in 
mind what an onerous regulation this is. 

While I certainly recognize the need for elimination of the abuse of personal use 
of company-owned vehicles, this tremendous paperwork is not the answer. In the- 
past, the I.R.S. has looked closely at the reasonableness of personal and/or business 
use of vehicles and there is no reason why that cannot continue. 

In addition, the requirement that tax return preparers are made the enforcers 
under this law is completely unacceptable. 

Accordingly, I urge complete repeal of these requirements. 

Very truly yours, . 
C. Epwarp Rocers, Jr., Partner. 





STATEMENT OF T.R. GrowMetrT, Grimmett & Co., Las Vecas, NV 


I am an accountant for a number of small businesses in the Las Vegas, Nevada 
area. My clients are very disturbed by the recordkeeping required by the IRS on the 
business use of vehicles. Small business men and women often act as their own sales 
force, personnel managers, bookkeepers and janitors. Much of the current record- 
keeping requirements with regard to payroll taxes and income taxes is so complex 
that they must hire specialists, such as myself, to make sure all reports and docu- 
mentation are adequate and correct. 

The recordkeeping required by the IRS for the business use of vehicles cannot be 
done by anyone other than the small business person themselves. They cannot hire 
it done for them. This additional burdensome paperwork can be excessively time- 
consuming to people who already spend a great deal more than the 8-hour, five-day 
workweek enjoyed by most Americans. 

I would propose an alternative plan for keeping track of these vehicle expenses. 

My thinking would be to keep track of expenses by vehicle, then determining the 
business portion to be deducted by applying a pre-set percentage figure to those ex- 
penses. For example, heavy trucks are very rarely used for anything except busi- 
ness. Those expenses would be 100% deductible. 

Salesmen automobiles do get used occasionally for personal use as a company ben- 
efit for the long hours they often work without receiving extra pay. In this case, 
perhaps 75%-80% of expenses, including depreciation and investment credit, would 
be deductible. The remaining 20%-25% could be either charged to the saleman as 
income, or expensed as an employee benefit in a fashion similar to health insurance 
premiums and retirement fund contributions. 

Management often receive company cars so they can move about for the conven- - 
ience of the company. Since a smaller percentage of the time is spent for company 
use, the percentage available fof¥ghicle expense may be only 50%. Part of the re- 
maining expenses could be charged as employee benefits and the balance as income 


to the manager. 


SUMMARY 


Expense records kept by vehicle would be substantially easier to keep and verify 
than mileage records. 

Percentage figures are much simpler to compute than mileage variables. 

Certain employees should be entitled to company car benefits because of the 
nature and degree of the responsibility they bear towards the over-all success of the 
business. 


CONCLUSION 


Present recordkeeping requirements are so complex that many people will refuse 
to keep them up, thus depriving them of real and legitimate business deductions. 
That, in turn, would cause them to shoulder a disproportionate share of the total 
tax burden. . 
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STATEMENT OF JACK R. SKINNER, eer Vice Presipent—Taxes, HALLIBURTON 


Halliburton Company is pleased to submit comments on the proposed regulations 
under section 274(d) and 280F of the Internal Revenue Code. The issues raised are of 
hry importance to Halliburton Company which has over 20,000 vehicles world- 
wide. 

Halliburton is a major multinational wan Because it does not deal in con- 
sumer goods or services, it is possibly less well known than many others. So perhaps 
a few introductory remarks are in order. Halliburton was founded in 1920 as the 
Halliburton Oil Well Cementing Company. It has since expanded and grown into a 
paliole multinational company, is listed on the New York Stock Exchange and has 

rations in some 32 states and upward of 86 foreign counties. The main businesses 

of Halliburton are oil field services and products and engineering and construction 
perv ines. Because less than 51 percent of its orange is manufacturing, it is not 
listed among the Fortune 500 companies, although it ranks among them in size and 
many other attributes. It does make the Forbes Market Value and placed 149th 
in assets, 66th in sales, 43rd in market value and 37th in profits. 

A service oriented business such as Halliburton requires an extensive usage of ve- 
hicles. Many of the company’s activities require employees to travel extensively on 
the job and to be available and on call 24 hours a day. For this reason many of the 
vehicles have 2-way radios for constant communication. Also many of the vehicles 
will be trucks and pickups equipped for job purposes which are not conducive or 
desirable for personal use. To a great extent travel is from job site to job site on a 
24-hour-a-day basis. Very little of the vehicle mileage is for personal use. In fact, 
Company policy prohibits personal use except for commuting. 

I will make my comments on a broad basis without making reference to specific 
code or regulation sections as | am sure you are aware by now of these references. 

As to contemporaneous record keeping for automobiles, this is the type of bureau- 
cratic Lap pile requirement that most ee businessmen and workers pro- 
foundly despise. When most Americans are already questioning the fairness of the 
tax system and some Gestapo tactics of the internal Revenue Service is not a condu- 
cive time to introduce a paperwork requirement many times more burdensome than 
filing the annual Federal income tax return. 

The maintenance of vehicle logs by service personnel of Halliburton who make 
multiple stops per day creates a major administrative burden on the employee and 
the employer. A safety hazard is also created for two reasons: (1) the employee will 
attend to the log while driving the auto, and (2) while working on a very technical 
1 in oe area he will have one more thing to distract his mind from the 
job at 

The company will have a costly administrative problem in gathering, checking, 
storing and maintaining a retention system on the logs. 

Since these must be maintained for a six year adjustment period on each auto and 
since the I.RS. is traditionally four to five years completing an audit, the logs must 
be er for ten to eleven years. This is a problem businessmen do not ‘need or appre- 


oe alliburton Company urges total repeal the contemporaneous record keeping re- 
quirements. 

As to imputing income for personal use of automobiles, Halliburton has for many 
years done this. The amount imputed was based on estimated personal use times 
the rate set by the I.R.S. for deducting business use which is now 20.5¢ per mile. A 
method such as this could be audited by the I.R.S. as to reasonableness. To my 
knowledge the I.R.S. did not actively pursue the previously existing laws and regula- 
tions in existence to enforce the imputing of income for personal use of automobiles. 

As to the safe harbor provisions set forth in the proposed regulations, the 70-30 
provisions are unfair. A more appropriate percentage would have been 85-15. 

The $3 per day rate for Halliburton employees would be too high. These employ- 
ees drive on an average of 30,000 to 40,000 per year. If only commuting is allowed 
for personal use, they would drive an average of 1,000 miles per year to and from 
work. Using the annual lease value tables (which are too high) the imputed annual 
income would be $142 while the $3 per day rate would result in annual imputed 
income of $783. 

Halliburton Company urges the the provisions of the Tax Reform Act applicable 
to imputing income to employees for personal use of automobiles be repealed. 

As to corporate aircraft, these are business assets just like machines, buildings, 
etc. They are acquired to assist employees in performing their jobs for the benefit of 
the company, not for the benefit of the employees. For Halliburton Company sched- 
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uled personal use of company aircraft is nonexistent to rare. Company policy says 
the Company will be reimbursed when the aircraft is scheduled for personal use. 
The only type of personal use by employees is commonly known as the ‘empty seat” 
or “hitchhiker” situation. Most of these trips are between cities with little or no 
commercial airline services. 

Halliburton Company feels that such no additional cost services should not be tax- 
able to employees. 

Also when a company can demonstrate that an aircraft is being used for bonafide 
security reasons, such travel should be considered as a working condition fringe ben- 
efit under I.R.S. section 132 and thereby excludable from employees’ gross income. 

Halliburton Company feels that services which are provided at no additional cost 
and use of aircraft for security reasons should not be taxable to employees. 

Halliburton appreciates your consideration of these comments and would be 
pleased to answer any questions you may have with respect to these matters. 


STATEMENT OF Hon. W.G. (BILL) HEFNER, A REPRESENATIVE IN CONGRESS FROM THE 
STATE OF NORTH CAROLINA 


Mr. Chairman, I thank the Committee for holding these hearings and for the op- 
portunity to present to you my comments on a matter of paramount concern to a 
great many of my constituents. 

On January 22, 1985 I introduced legislation to repeal the provisions of the Tax 
Reform Act of 1984 relating to the maintenance of contemporaneous records for ve- 
chicles used for both business and personal use. I did so not because I have a specific 
quarrel with the requirement that business use of automobiles, etc., constitute 50 
percent or more for business purposes in order to be eligible for the investment tax 
credit and the accelerated cost recovery tax deductions, but because I do not believe 
that Congress intended the extremely burdensome paperwork requirements imposed 
by the section of the new tax law which mandates contemporaneous record-keeping. 

Our aim should be to simplify the tax code and to make compliance less costly for 
small businesses and farmers, yet this provision places the greatest burden on these 
groups, forcing them to hire additional personnel just to keep the required records. 

an illustration of the nuisance of the recordkeeping requirement, I am enclosing 
herewith a copy of automobile entries for the month of January made by a business- 
man in my district. Clearly, the recordkeeping requirements are quite meticulous, 
making it extremely difficult for small businesses to comply. 

Law enforcement officials and service personnel find the requirements particular- 
ly troublesome. I have sought from IRS a more definitive answer to the question of 
determining commuting status for law enforcement officials and service personnel 
who often must make official stops or calls enroute to and from home. To date, IRS 
instructions for employees who are assigned vehicles for on-call duty have been 
vague and ambiguous. 

Small businesses, farmers, law enforcement officers, and service personnel are not 
the abusers of the tax code in this instance, and they should not be asked to bear so 
unreasonable a burden. In the words of some of my constituents * * * “I don’t be- 
lieve that I have ever seen a better example of ‘overkill’.” * * * “This law is an 
absolute disincentive to anyone to use a company supported vehicle, and will ulti- 
mately have an effect on overall operating efficiency of this and other companies. 
Inefficiency directly affects costs and value to our customers.” And in the words of a 
farmer. “In all the years of my life have I heard such cussing of the government as 
now. Farmers are raising cain about it all over the place. It is bothersome, irritat- 
ing, aggravative, and a few other adjectives.” 

Mr. Chairman, I believe it is imperative that Congress repeal this section of last 
year’s tax bill immediately, returning the Tax Code to its original satus with respect 
to the record required for backing up the tax deductions for mixed business and per- 
sonal use of business owned property. I urge the Ways and Means Committee to im- 
mediately report legislation to the House to eliminate this terrible burden of record- 
keeping. I am confident it will receive a majority of support. 
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STATEMENT OF Hon. FRANK Horton, A REPRESENTATIVE IN CONGRESS FROM THE 
State oF New YorK 


Mr. Chairman, I want to commend you for moving so quickly on these new IRS 
ry peat record keeping requirements and thank you for the opportunity to testi- 
fy. These regulations place a tremendous paperwork burden on farmers, salesmen, 
and other small businessmen. 

My objection to these regulations derives from my work as Chairman of the Fed- 
eral Paperwork Commission. As you know, the Commission worked for three years 
ry recuee Federal paper an — a oe se the et adeuata can 

unecessary regula ons an perwor. tions on “ te con- 
temporaneous records’ mark a sanifcant de from these efforts. 

To illustrate the reasons for my concern t these regulations, I would like to 
the Punereck Cmte. th a letter of tranmilasion frocy the Final Final Report of 


passage sheds light on the faulty assumptions 
which aiierly these tions. i 
“The theme 


we repea eee ap eanout the county te thet Oe ven nent 
of Americans want to thé law. Most Americans want to cooperate and partici- 
aay sl ap ca programs and national goals. However, tne people can 
a government which, in their view, does not trust them.” 

“Many people feel, and the Commission agrees, that a multibillion dollar wall of 
paper ers hee been erected between the government and ini iy ea Countless re- 
porting and shay ne, Babe iain and other heavy handed investigation and 
moni schemes have instituted based on what we view as a faulty premise 
that people will not obey laws and rules unless they are checked, monitored, and 


“This his situation rear gee assumption must be rie lob ee ee efficien- 
cy wi governmen co ce in rmmen people we are to 
realize the potential for cooperative Pk ean of our goals as a Nation. Many of 
the major conclusions and recommendations of the Commission on Federal Paper- 


work are aimed at this goal.” 

These words, and the philosophy they re nt, are as true today as they were in 
1977. Citizens by and have no lem maintaining necessary tax records. 
The tions deriving from-Section 17%b) are not necessary, y, they are patently 


unfair. I urge you to move quickly to restore fairness to the tax code 





STATEMENT OF. Hon. Jerry HucKABY, A REPRESENTATIVE IN CONGRESS FRoM THE 
Strate or LOUISIANA 


Pb maisamod ghee At siren rai ial iene toate ap 


ing. recuirenect that as ede elt ‘ pection Fad) of a the the Internal oreal fceses recor keep 


during consideration Gf the Deficit Redactiny Act of 
There has been a. great outpoutieg of pectest trom thsk whi’ abe: heaid’of tik 
regulations. In m State of Louisiana alone, I have received hone calls and letters 
equal to the n ee ee ane eee (ee 
por grciay aad po kdichben pa and will be penalise ter concern are these w gation teat 
tarp pone by the IRS for failure to produce these 


eeuntaine 
wifes ha i raquirement is way out of line, Taxpayers nod om pa k, not 
uctions intended to encourage economic activity not be 
abused, but this tax compliance measure is ig too far. It is a prime example of 
the cure being worse than the disease. In the change if left intact 
weould reault in incrensed forwecy of records, or vate the ave citizen to the 
point where he would not take advantage of the uction to which he was entitled. 
I represent a rural congressional district of many farmers, small businessmen and 
sales people. They are hardworki people who at nt enough ropblocks t rog¢dblocks to eco- 
nomic success daily without this of proguctivty have been tell- 
ing me that they have suffered a loss of oe ee ee 
onerous record-keeping requirement has bee It is conservatively estimat- 
ed that the cost to tho consumer nationwide is at lest $7 billion. In my opinion, 
that is an incredible price to ite ee ee 
say ea cs ge fb rey haem pom Treasury 
' On February 19, 1985, the issued amendments to the proposed regulations on 
contemporaneous standards. "The modifications inject additional complexities for 
smal] businesses without clarifying in very definite terms who must maintain a log 
and who is exempt. I think a reasonable standard, such as existed prior to passage 
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of the Deficit Reduction Act, should be made to apply across the board, treating tax- 
payers equally. 

A majority of Members of Congress have now cosponsored repeal legislation, in- 
cluding myself. I urge the Committee to act expeditiously on the issue to end the 
confusion that exists among people trying to comply with regulations which have 
been altered since their inception, and which face further alteration either through 
legislation or following the current public comment period. 


INDEPENDENT AUTOMOTIVE SERVICE ASSOCIATION, 
Washington, DC, March 5, 1985. 
Hon. DAN ROsTENKOWSKI, 
Chairman, House ie and Means Committee, House of Representatives, Longworth 
Office Building, Washington, DC. 

DEAR CHAIRMAN ROSTENKOWSKI: The Independent Automotive Service Association 
(IASA) headquartered in Bedford, Texas is comprised of approximately 5,000 inde- 
pendent and collision repair facilities. I want to express our appreciation to your 
Committee for holding these timely hearings and for the opportunity to express the 
views of the automotive repair industry on the issue of tax recordkeeping require- 
ments for business use of motor vehicles. 

There has been heated response from the repair industry concerning the regula- 
tions as issued and this association has joined with many others in voicing our oppo- 
sition to the IRS rule which creates a nightmare of paperwork and which interferes 
with the normal conduct of business. 

The recordkeeping rules for deductible motor vehicle expenses promulgated by 
the Internal Revenue Service impose time consuming requirements which are 
counter-productive, cumbersome and unnecessary. IASA submitted comments to IRS 
when the rules were originally proposed, pointing out that there are numerous 
other means by which business use can be established that would not present such 
an undue burden. The costs and burdens imposed by the IRS rules are dispropor- 
tionate to any tax revenue benefit that can conceivably result from implementation 
of the rules. 

The Internal Revenue Service actions to make the rules less onerous resulted in 
only partial relief to the problem and did not solve it. We are pleased that an at- 
tempt has been made to alleviate the onerous recordkeeping but continue to believe 
that the only answer is repeal of the appropriate sections of the law. 

Many in our industry use light ruck and vans given the nature of their busi- 
nesses and often have people on call 24 hours a day. Still others keep backup vehi- 
cles (with or without logos) for use in deliveries, emergencies and overload situa- 
tions. Given the contemporaneous recordkeeping requirements a paperwork night- 
mare faces them. If the intent of the law was to halt the abuse of “luxury” cars 
then the law should address that problem. The IRS solution certainly goes ‘“‘over- 
board”’ in its effort to halt the practices of a few. 

Because the law requires “adequate contemporaneous recordkeeping” it is the law 
that must be changed. The adequate substantiation language of prior law was much 
more reasonable, and could be complied with reasonably. 

IASA urges you to act to repeal these onerous provisions to restore some certainty 
to the Internal Revenue Code. The confusion and uncertainty which face the busi- 
ness community created by the inclusion of the contemporaneous language must be 
eliminated. We strongly urge repeal of the adequate contemporaneous recordkeep- 
nS Seqee pente in the law. 

SA appreciates the opportunity to submit these comments and requests that 
they be made a part of the hearing record. 
Sincerely, 
ALLEN RICHEY, Executive Director. 





STATEMENT OF THOMAS J. SARDINO, PRESIDENT, INTERNATIONAL ASSOCIATION OF 
CHIEFS OF POLICE 


As president of the International Association of Chiefs of Police, I would like to 
thank Chairman Rostenkowski and the members of the House Committee on Ways 
and Means for scheduling hearings on the regulations issued by the Internal Reve- 
nue Service regarding record-keeping for and taxation of employer-supplied vehicles. 

The IACP is a membership organization with more than 15,000 members in 65 
nations. It is comprised of chiefs of police and other law enforcement executives. 
Most of our members are from within the United States and will most certainly be 
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adversely affected by these unfair, unworkable and ill-advised regulations. Usually I 
would qualify my statement by stating that the views I am expressing are these of 
the vast majority of the law enforcement community. In this case, however, based 
on the number of telephone calls and letters that have been received by the Associa- 
tion, I feel confident in saying that the entire law enforcement community shares 
my views on this issue. 
an effort to increase revenues by taxing fringe benefits, IRS issued rules detail- 
ing how employees will be taxed on Se cael take-home Mecuepars ee 
we certainly do not consider the use of take-home police vehicles to be a fringe bene- 
fit, el have ioral advised by IRS that it is their intention to treat police vehicles 
just any 
Teo ecoclal rake be ait the value of take-home cars have been provided 
based upon the amount of personal use the officer is permitted to make of the vehi- 
cle. In cases where the r is required to travel to and from work in the patrol 
car for a noncompensatory business and the officer is not permitted to use 
Se ae Far thas oe wie ae be charged with income in the amount of 
part pid dohie Oe who are srmitted or required to use their vehicles 
uty, IRS has created a table of “annual lease values” (ALV) bere a hart 
nd to the vehicle's fair market value (FMV). The ALV would be multiplied 
e percen oa ie: oe Senne oreo rsonal purposes. For examp mpy 
with FMV of $10,500 has an ALV of $3,100 15 percent of the officer's use of the 
vehicle.is personal, he would be charged with income in the amount of $775. In an 
on to simplify the record-keeping needed to implement this rule, IRS recently 
ted that in cases where employees, such as police officers, spend most of their 
Sate on their vehicle, the employer can treat 70 percent of the vehicle’ 8 use as busi- 
= use and 30 percent as personal. In the altornative, hie. may be asked to 
keep a contemporaneous log of their personal use of the ve 
one of these requirements is acceptable to the sable eat 
employees. Wo are outraged thet the cee of « public calety cehicls by « pablie estety 


officer could be treated as a taxable “ » benefit” or subject to “contem 

record-keeping” requirements. The a ility of a police vehicle to “off-duty” offi- 
cers is essential to the adequate bebdreore rang a hier nited States. 
“Take-home” a aaa: Wo imnces tee Gee ok of 


patrol officers in our communities. To impose tax consequences on officers 
under these circumstances would diminish the use of police vehicles a “off-duty” 
officers, resulting in an enormous and uncalculable loss of enforcement manhours; a 
Gee ee 
A good example of the value of take-home car programs occurred: in Connecticut 
two years ago. On June 28, 1983, at 1:30 a.m. tis enathound wean of intersats 06 
over the Mianus River in Greenwich, Connecticut, collapsed sending two tractor/ 
trailers and one car into the river below, three people. The 35-mile stretch of 
I-95 that included the bridge is normally patrolled ve three patrol cars from Troop 
G of the Connecticut State Police. As a direct result of having vehicles at 
home, 25 additional sworn members were at the scene within two after the 
collapse, including emergency services personel, scuba squads, traffic squads, motor- 
cycles, investigators and commanders. 
ty-nine thousand six hundred ( (89,600) vehicles pass over this point daily and 
the p was not equip to handle the traffic control problems associated with 
the emereency. eleven months the Connecticut State Police were de- 
payer wt te ridge, pers (as many as 80 a day) were sent from all across the 
te to assist at the scene. A 24-hour fleet operation system, rather than an as- 
signed fleet system, would surely have broken down under this staffing ane pom 
is but one example of the value of assigned cars. In the history this De- 
partment, as well as many others, the assigned vehicles have proven many times 
that they promote quick response to any emergen 
It is not possible to wrmigeriin business use from ‘personal” use of a police vehicle. 
In many agencies “on-duty” time begins and ends at the front door of the officer's 
home. These officers cannot be said to be “commuting” in their vehicles. In some 
agencies, the route an officer must take to work is = by the pie cries wheth- 
er or not it is the most direct route. One chief told t his home is actually two 
miles from the ‘lice station but the route he takes to work is over five miles long. 
In some cases may be the only police presence in these communities. Officers 
are frequently called upon to assist motorists or respond to other situations while 
cere to and from work. 
Many rural areas are served by a ‘ ‘resident” officer who works from his home. 
They may go to the station for occasional meetings or submission of required re- 
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ports. This is true of the majority of state police agencies. In some cases, officers are 
provided gas so as to minimize the neceasity to “commute” to the station to 
obtain fuel for the vehicle. 

Officers who are permitted the use of their vehicles while off duty usually must 
ae ee eevee Men ney ore wy thet vemos vey ae baer is 
in his vehicle he is required to maintain radio contact and respond to calls whether 


coming directly to the office, we make some rounds of bailiwick, check- 
ing for conditions that need police action of some kind. 

e believe that we have a situation that mandates that we be available for any 
and all emergencies, and from a logistical standpoint, the office is situated almost 
exactly in the middle of our bailiwick, and if we had to respond from our private 
homes when called, without a radio equipped police vehicle, on many occasions we 
would drive right by an emergency situation requiring immediate action, and not be 

situation. 


[Attachment] 


Curer Ropert P. Brirrner, West WHITELAND TOWNSHIP, Exton, PA 


Federal law enforcement agencies are also affected by these regulations. Many 
federal agents are routinely called upon to respond under exigent circumstances on 
a 24-hour basis. Consequently, the ability to operate and maintain a government ve- 
hicle on a 24-hour basis is a condition of em pment for many federal agents. This 
ee ee ee oe ever ene ilitates performance of service to the 


governmen 

In essence, the Internal Revenue Service is requiring police officers to pay for the 
“privilege” of providing service to our citizens over and above the odficete long 
hours of daily activity without additional compensation. It is our citizens who are 
the prime beneficiaries of take-home car programs, not the police officers. It is our 
citizens Who will suffer if the programs are curtailed as a result of these ill-advised 
and unfair regulations. The presence of “off-duty” police in marked police vehicles 
increases with minimal costs, the visibility of our police officers within our commu- 
nity and increases the number of vehicles on patrol. Few if any agoncies can afford 
to achieve equal police presence with increases in personnel. Around-the-clock avail- 
ability of all officers assures our citizens that protection is close at hand while deter- 


ar criminal activity. 

ince the IRS issued its tions, we have contacted our members and asked 
that they inform us of how their jurisdictions will be affected. The information we 
have received is impressive. 


e 
The Maryland State Police reported that in the last year, over 40,000 hours of 
additional police patrol were provided by off-duty officers. Off-duty troopers handled 
more than 6,200 mcidents, 85 percent of which were handled without assistance. 
Based on a six-year study, Louisiana State Police calculates that 273,750 man 
hours of free patrol time per year are realized from the off-duty availability of 
ove cars. This figure includes commuting time as well as off-duty assistance. In 
984, 28,539 incidents were handled by Louisiana State Troopers ranging form issu- 
ance of traffic citations to assisting stranded motorists, to assisting other officers m 


arresting 

There are equally strong reasons why undercover officers who work in unmarked 
vehicles should be excluded from the tions. In many undercover assignments, 
the necessity to drive from the officer’s home to headquarters to pick up an under- 
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cover car might jeopardize the officer's safety. The time lost in doing this may cause 
the officer to be discovered, or lose critical evidence. 
~The withholding of social security and income taxes will create an administrative 
‘nightmare for federal, state, county, and local governments. There are numerous ad- 
ditional record-keeping requirements for governmental entities as a result of these 
regulations. The increnmed cost to the taxpayer for compliance will assuredly out- 
weigh any increase in ices = by the eat cable, Imagine if 
contemporaneous record-keeping requirement is unworkable. ine if you 
one nats ep to take wi eS ee 
is while ically “eff-duty' and responding to an emergency. 
Phis I us scenario would occur if officers must adhere to the contemporaneous 
record-keeping requirements. 

Further, many oe that have take-home plans simply do not have adequate 
secure storage facilities available to store the vehicles if officers declined to take 
them to the officer’s home. Maintenance costs may very well escalate. This may 
result for the vehicle being assigned to more than one tour of duty or the reduction 
in pride by individual officers who may be less likely to maintain a vehicle that is 
not ided solely to them. 

If I may digress for just a moment and pose an additional concern; if these regula- 
tions are permitted to remain in force, and if an officer is permitted or required to 
operate a police vehicle while “off-duty,” how does one calculate the “fair market 
value” of the vehicle? Is it based on cost of the vehicle as equipped for police 
service—that is with a radio, light bar, siren, prisoner-restraint cage, gun rack, spot- 
lights and markings? Or is the “fair market value” based on the value of the car as 
it leaves the manufacturer? If the latter is true, it does not take into consideration 
those “options” that are required for police service, but differentiate a poe vehicle 
from other vehicles. These fs sonia include heavy-duty suspension, brakes, certi- 
fied speedometers, oversize wheels and tires, larger engines and cooling systems, 
and dual exhaust systems. 

Therefore, it would certainly spent to be inequitable to tax an individual for the 
increased “fair market value’ of a vehicle that is a working condition of employ- 
ment as a police officer. 

Consider also that some officers are assigned vehicles that may be six or seven 
years old while others are assigned brand new vehicles. The difference in the pur- 
chase price of these vehicles varies by thousands of dollars. The disparity in fair 
market value is greater. Are we to impose a greater tax liability on an officer who 
by the luck of the draw, or his patrol needs has been assigned a newer vehicle? And 
what about the undercover officer? Is he to be charged with the fair market value of 
a Cadillac Eldorado because it is needed for his assignment? 

As an ry atoneares to my own statement, I have attached several pages of quotations 
excerpted from the many, many letters we have received from our members. These 
statements are according to the various concerns I have posed. After read- 
ing the comments of the chief law enforcement executives of this country, I am cer- 
tain that you will a that the IRS regulations are inequitable and unworkable 
when applied to public safety agoncis. 

It is our understanding that the drafters of the Tax Reform Act of 1984 did not 
intend law enforcement vehicles to be affected. They believed that it was clear that 
“take-home” police cars would come within the ‘working condition fringe benefit” 
exclusion. As we now know, this was not so clear to IRS. 
the citzzenry at Ia Large Congress te coevect tiie taisundesstandinig and prevent 

e citizenry at : to is mi ing and preven 
Siri heligatag of veri a regulations as they apply to police, fire, and emergency 
vehicles. 

[Attachment] 


CoMMENTs OF LAw ENFORCEMENT EXECUTIVES 


EMERGENCY RESPONSE 


The combined chiefs of the State of Ilinois are gravely concerned over two par- 
ticular issues: 1) It is felt that the imposition of this bureaucratic ouncement 


will gre a lic — ae a and he and field per- 
sonnel are assigned vehicles so a rapid response to unusual emergency 
i ces can be provided. Staff officer wal field rsonnel will now be reluc- 


circumstan 

tant to take home vehicles because of the penalty which is being placed upon them 
due to their dedicated service; 2) police rs are often assigned vehicles to con- 
duct undercover operations and for field inspection purposes. Vice squads, tactical 
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units and SWAT units are all examples of personnel who are assigned cars for very 
specific purposes. -Ranking officers, staff personnel and Chiefs of Police are required 
to be in the field to i and direct operations. 

The impact i Saag gars interpretation of the law D actuaiad ores a 
quences on il ell patra: many conscientious, ca easio 
police officers throughout the States. 

Wruiam P. NELSON, 
President, Illinois Association of Chiefs of Police. 

Palice officers are on call 24 hours a day, and cannot be expected to be called out 
in their personal vehicles to a crime or emergency scene. If they were, they would 
be required to stock the necessary emergency gear to meet those needs. Naturally, 
the funds for this would come out of their own pockets. As I understand current 
policy, those costs would be deductible. That simply would not make sense. 

Louss A. cata Om 
Chief of Police, Seward Police Department, A 


icaeik-tlbani ie seadt Aaaniamaneteain ced tia eee aan 
Some of our officers are currently to take gene par ns A er 
ject to being called out at all hours the day and night, when officially off duty 
pl lh a eee jy igre At ad obi geet elle dmeantcenl 

an emergency. It wo per our crime investigation and scene processing capa- 
Sinee S Brepe Geel styl) ence Teeter scent ine Sy Cue cornet ae Bee ecm 


JaMeEs B. SoaMERMAN, 
Chief of Police, Marshall, "MO. 


Depending on the interpretation of “take-home” vehicles, those regulations could 
have a profound impact upon the South Dakota Highway Patrol. 

Because we are a rural state, with a small population scattered throughout a 
large area, our organization has found it necessary to selectively place its manpow- 
er. Approximately 70 percent of the patrol’s total manpower is placed in either one, 
two- or three-man stations. 

In most cases, the work areas of these smaller duty stations are such that the 
troopers assigned are msible for calls 24 hours a day. Troopers in the multi- 
man stations are respo Se ee ee nee 
to Boiss to emergen 2 Reco 

This regulation woul | severely hinder our function of fe only lam to emergency situ- 
ations. In many of our rural areas, our troopers are the only law enforcement for a 
large geographical area. 


JERRY BauM, 
Director, South Dakota Highway Po Patrol. 


In a decentralized organization, such as the Ohio State Highway Patrol, the patrol 
car is the vital link between an emergency call for assistance and a timely life- 
vp response. Our patrol officers are available for emergency calls 24 hours a 


ye staff officers in our organization are also issued state vehicles with take- 
home responsibilities. These cars are not assigned so the individual can have “free 
rtation,” but so that we can order them to respond to statewide emergencies 
ly from their homes and have with them the proper equipment to at 

their responsibilities. This is a responsibility that the Ohio State Patrol has to 

citizens. 
Col. Jack WALSH, 

Superintendent, State Highway. Patrol, Ohio. 


If officers responding to a police emergency came from their homes to the police 
ed Sealine to Dek = their aa vehicles, valuable time would be lost, certain evi- 
perio gas not and crimes that would have been solved will not be 
80 


Rocer E. HALBERT, 
Chief of Police, Jacksonville, NC. 
Every sworn officer is, by his Ladi rar under obligation to and defend 


the community both on and off duty. It is to our advantage to be able to send an 
officer home in a patrol car so he can respond quickly and effectively when he/she 


aoe Ee Wa.LrTer LEMAN MESSLEY, 
Chief of Police, Burley, ID. 
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As a result of this ruling, police vehicles will be parked at the station. The prac- 
tive impact will be much slower response to crime scenes and delays for senior su- 
pervisors to problem situations. Additionally, our resource people will be less likely 
to the same level of service to citizens. 

short, the minor revenue by the government will be offset by a reduced effi- 
ciency to this community. In fact, revenue will not increase at all for the vehicles 
So ene One We Wee ee pe my cron Recpte st Bote will be double 
oser 
: JAMES E. MONTGOMERY, 
Chief of Police, Boise, ID. 

Montana officers are scheduled for 24-hour cove coverage. We have no eraverere: . 
shifts any place within the state and must call officers “out” from their residences 
to investigate traffic accidents that occur late at night and to respond to other emer- 
gencies. 


Col. R.W. LaNnbon, 
Chief, Montana Highway Patrol. 
Emergency resonse vce are not a benefit, but a duty. The individuals who 
remain on call for public saf should not be ed by adding nonexistent tax- 


able income to their salaries when no personal benefit is derived. 
Col. JoHN N. Dempsey, 
Chief, Colorado State Patrol. 
Currently, in my own department, my detectives and myself are required by the 
Township ittee to be available with a munici vehicle to respond to numer- 
ous ed calls on a 24-hour basis. There are i ces wherein the fire chief and 
members of our first aid squad fall into the same category. There is no time wherein 
we are using the townshi vehicles that we aro conaiiered off du or. on 
our own personal time. We must communicate with headquarters our location 
whenever we are using the municipal vehicle. 
Howargp L. Runyon, Sr., 
Immediate Past President, [ACP, 
Passaic Township Police Department, Stirling, Nd. 


ASSISTANCE TO THE PUBLIC | 
Operation of an agency vehicle in an at pied capacity is more an exten- 


sion of a trooper’ pers ne nt. Maryland troopers are on 24-hour and are ex- 
 eipdevast ade immediately when called. Installation 


commanders, supervisors, 
Gparating pacedar nf a this hilosoph When a schic — ia loalan 
opera oe orce philosophy. n a vehicle is uty, 
trooper is obligated to his agency-issue weapon and dress a tely. 
In 1984, off duty use uced an ditional 40,205 hours of po ce patrol in 
land. Replacement of t service would cost over $650,000 in overtime costs or 
tions costing over $1,000,000. Over 6,200 incidents were handled off duty, 
percent of these incidents were handled by the off-duty trooper without the 
aad of dispatching an on-duty De: ve duty use miles represent only 3.3 per- 
cent of the agency's total annual fleet miles 
Col. W.T. TRAVERS, 


Superintendent, Maryland State Police. 


The State of West Virginia is a very rural state and as such, many of our police 
officers, i.e., city, county and state, are required by their department to take vehi- 
cles home so that they can respond to calls for assistance while off duty. Also, most 
of our cities are and they require their detectives to take vehicles home so 
that they can be called to render in tive assistance while off duty. - 

If police officers in the State of West Virginia would have to commute by personal 
vehicle to and from an office or detachment in order to pick up a vehicle in re- 
sponse to a call for assistance, the response time to the requesting citizen would be 
more than doubled due to our mountainous terrain and the rural setting of this 


state. 
Chief Gary D. Derm, 
Vienna, WV, and President, West Virginia Chiefs of Police Association. 


The majority of our vehicles are fully marked “Alabama State Trooper” 
cars complete with decals, blue lights, aw two-way radios, and other emergency 
equipment that is carried in the trunk. A trooper ee 
and is immediately on duty at the time he leaves the driveway. There is no personal 
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use of this vehicle. The trooper is required to take action on any law violations, 
assist stranded motorists, and investigate or assist at any accident scene that he 
might encounter while traveling. 
Col. Byron PRESCOTT, 
Director, Alabama Department of Public Safety. 


INCREASE VISIBILITY 


For some years we have been analyzing the possibility of assigning marked police 
vehicles to our individual uniformed officers. Our studies indicate that this will pro- 
vide a 60 percent increase in deterrent visibility and provide the department with 
an adequate vehicle pool in the event of a natural or man-made disaster. 

KATER WILLIAMS, 
Chief of Police, Dothan, AL. 


Athens has the “support car’ program and the potential impact of this ruling 
upon this city will not aid crime prevention efforts. The “support car” program 
allows uniformed officers to take their police cars home and in fact use them for 
“personal use,” i.e., going to the supermarket, etc. The obvious theory behind this is 
the deterrence of crime based upon high visibility. 

THEODORE S. JONES, 
Chief of Police, Athens, OH. 


Many local law enforcement agencies throughout our state and, indeed, through- 
out the entire United States, have adopted—after careful study—the practice of is- 
suing individual police cars to each state trooper, sheriff's deputy, or police officer. 
They have done this for a number of reasons: to increase the visible presence of 
police in the community and on the highways as a deterrent to crime; to enable offi- 
cers to respond directly and rapidly to emergencies from their homes when needed; 
to save tax dollars by insuring better maintenance and care for public fleets; and to 
improve availability and visibility of police in residential areas, etc. 

TERRENCE MANGAN, 
Chief of Police, Bellingham, WA, and 
President, Washington Association of Sheriff's & Police Chiefs. 


Because of economic realities, police administrators must effectively manage the 
limited resources available to them. We in North Charleston have determined that 
our citizens benefit tremendously when we assign vehicles to police officers and 
allow them to drive them home. The presence of off-duty police in marked police 
vehicles increases, with limited cost, the visibility of our police officers. This in- 
creases the sense of security and safety in the minds of our citizens while at the 
same time, increasing the fear in prospective criminals’ minds that they will be 
caught. While off duty and in the police vehicles, our officers are required to report 
on the air and to respond to emergency calls which occur in close proximity. 

I sincerely feel that the recent IRS regulations relating to take-home police vehi- 
cles will have a significantly adverse effect on our ability to provide the most effec- 
tive and efficient police service for our citizens. 

J. AL CANNON, dFr., 
Chief of Police, North Charleston, SC. 


The feeling of police omnipresence instilled in the public by police vehicle take- 
home programs contributes significantly toward the prevention of many criminal 
activities and traffic violations. Needless to say, prevention of wrongdoing is a more 
desirable course of action than response to an activity which has already endan- 
gered persons or property, and prevention in itself is an immeasurable commodity. 

Members who occupy positions to which a vehicle is assigned and field members 
who are now taking state police vehicles home between shifts augment the patrol 
function during the period of travel to and from their work location. During these 
travel periods, members actually become extra patrol officers who are available to 
assist motorists or respond to accidents or crimes as needed. The proposed IRS rule 
would eliminate this particular program and any other similar prevention or re- 
sponse program devised by law enforcement agencies and designed to utilize police 
vehicles outside of a regular work schedule. This would result in a substantial de- 
crease in the quantity and quality of police services available to the citizens of 
Pennsylvania. 

Lt. Col. N.G. DELLARCIPRETE, 
Acting Commissioner, Pennsylvania State Police. 
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in Delaware, who use police vehicles for commuting, are expected 
to take any and all necessary police action which in a commuting status. noe ony 
policy result in enhanced enforcement, but it also permits increased 
ization of the intangible preventive benefits derived from police visibility in commu- 
nities and on the state's highways. To discourage such vehicle usage through the 
taxing mechanism is seen as inequitable to the officer and counterproductive to 
public safety. 
Col. Danrzt L. Snapson, 

Superintendent, Division of State Police, Dover, DE. 


CONFIDENTIAL INVESTIGATIONS 


It is much preferable in terms of integrity of in ibis apposed puri Avalicar apenger 
and safety of the member, for confidential vehicles stored at the residence of 
the member rather than at be german or other storage location. If members assigned 
to covert in tions we uired to pick up a vehicle at a storage location 
nt a peared t could be hoped for would be & com abd aoe gaa 
damaged vehicle while worst may happen some physical harm or 
death to the officer. 

In some cases, members are supplied with fictitious identities and must live that 
of this role and any attempt at record keeping for pereonal/official use would be 
of this role and any attempt at record-keeping for personal/official use woul 
very difficult at best. ver 


DELLARCIPRETE, 
Acting Commissioner, Pennsylvania State Police. 
AGENCY STORAGE PROBLEMS 


In many areas of the state, troopers are assigned to counties in which there is no 
physical patrol facility. Therefore, they are required to drive the vehicle home to 
provide security for the vehicle itself. ee 


y R. Burxerr, 
Director, Florida Highway Patrol. 


In a number of our ATF offices, secure space is not available to store bureau vehi- 
cles during nonduty hours and tie Cake. cost to the government of such facilities would 
far exceed any benefits derived aa aac ac oa 

GGINS, 


Director, Department of the Treasury, Bureau of Alcohol Tebace Tobacco, and Firearms. 


No enforcement units are stored at ‘‘offices” and, therefore, the additional burden 
to a storage for law enforcement units should they not be taken home by oy 
nel y ba Ba a nenene Larry coal pio are 1 amd 
equipped with w enforcemen rab, ecageaad ch would pose a security p 
nears stored at a public facility. 


P. ADAMS, 
Director, Texas | ne ce ent of Public So Safety. 


All our Montana Highway Patrol officers are issued automobiles for the express 
purpose of available 24 hours per day. They are required to provide storage, 
security and electricity for those ve selea: It is necessary to “pl Fin” the engine 
heaters during our Montana wintera in order to start the cars. this & dome at 
the officer’s expense and on his own time. 

Col. R. W. LANDON, 
Montana Highway Patrol. 


STATEMENT OF STANLEY HAMILTON, EXecutive Direcror, INTERSTATE CARRIERS 
CONFERENCE 


This statement is submitted for the record in the Committee’s hearing on bperngge 
the Americas requirements by the Interstate Carriers Conference, an affiliate of 
American Trucking Associations representing some 700 common and contract 

omen throughout the United States. These carriers vary widely, about 

percent having revenues of lees than $1 million and 20 percent having more than 

$10 mull million. No other group of carriers make more extensive use of the services of 

owner-operators, individuals owning their own trucks. 

The Interstate Carriers Conference ey nae urges repeal of the contemporaneous 
recordkeeping requirement in Section 274 of the Internal Revenue Code, which, as 
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reduced to proposed regulations by the Internal Revenue Service, is a regulatory pa- 
perwork nightmare for ing. 
yy Send are ne veere roy meaty ues eels be alert to tbe tee 
y 


keepi i ts at all, we endorse the statement presented to your Com- 
mittee by the hairman of the American Trucking Associations. 

Heavy trucks should not be covered by the proposed recordkeeping tions for 
two basic reasons—the likelihood of tax evasion is infinitesimal and proposed 
IRS ions are so complex and confusing that truck operators would run a high 
err adverse tax consequences if the regulations are not painstakingly complied 
wi 


pig ghar Ae gr lad nic emt apg usd tagter ltt tae wl attra 
use a $70,000 truck for anything other than its sole purpose—to haul freight. 

As far as employees driving for trucking companies are concerned, the disincen- 
tives to permitting them to commute or run errands in company trucks are obvi- 
ous—when the employee is using the vehicle the liability attaches to the employers. 

With respect to the thousands of individual owner-operators, does the really 
believe shopping or vacation trips are rier acpi with hard-to-park 20,000-pound 
vehicles that get an average of five miles to gallon of diesel (currently costing 
126.7 cents! per gallon)? To the contrary, the owner-operator is well aware that any 
non-business mileage will come out of his or her pocket in accelerated maintenance 

pro a unawareness owner-opera- 
tors conduct their business. The tions would appear to consider that tualiieae 
use of a truck would begin and end only at the business one of the ape ick 
The reality is that the actual place of business of almost all owner-operators is their 
home, and the business use of the truck commences when the owner-operator leaves 
his office at home to pick up a load. There is no commuting, as commonly defined. 
Many owner-operators, in fact, perform a cycle of pickups and deliveries around the 
country for weeks at a time, seldom reporting in at the employer’s place of business. 

It should be obvious that the potential for personal use of heavy trucks is so mini- 
mal there is no justification for the burdensome recordkeeping requirements con- 
tained in the regulations. Yet, if an owner-operator did not keep detailed 
mileage regulations would allow that individual to treat only rcent 
a da I aca or a a nefits 
on vehicle. 

As for the second point—the adverse tax consequences of not fully complying with 
the pages and pages of the pro tions—the only foolproof way of demon- 
strating that no personal use of a vehicle has occurred is by maintaining a current 
log showing that all use was business. In the employer-employee situation, the - 
lations provide that the employer satisfies its requirement to maintain records Ke 
relying on the records submitted by the empl unless the employer knows or has 
poeees oe our secon ore inaccura Re oe nae amore saa the 

tions t them as sole proprietors, that is, as employer and employee. 

or the reasons stated, the lntetatats Carriers Conference sees no justification 
from a tax liability standpoint for trucks to be included in the tions, which, as 
written, will unn ily subject thousands of individual truckers and employers _ 
to possible adverse tax consequences plus additional costs of doing business. 


to 





STATEMENT OF THE Iowa PuBLic Service Co. 

Iowa Public Service Company (IPS) appreciates the opportunity to t this 
statement ae the Amended hh sige and Temporary Treasury tions 
o> 8009) 1 ting to the fringe benefit inclusion and recordkeeping requirements 
or road vehicles. 

IPS is an investor-owned utility engaged in the business of generating, transmit- 
ting, distributing, and selling electric energy and distributing and selling natural 

in various communities and surrounding areas in the states of Iowa, South 
ota, and Nebraska. IPS provides service to about 125,000 gas customers and 
126,000 electric customers in the three states. 

IPS uses a fleet of vehicles in providing service to customers. As originally 
issued, the tions would have poqunree burdensome recordkeeping for nearly 
one hundred vehicles that are used exclusively for business purposes. The amended. 
regulations eliminate the requirement to keep needless records and, to this extent, 


1 Interstate Commerce Commission weekly diesel fuel price survey for the week of Feb. 18, 
1985, which measures nationwide average, full-service cash sales, including taxes. 
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we believe they are more in keeping with the intent of Congress. Further modifica- 
tions, however, will result in regulations that are fairer to utilities and other tax- 
payers who use vehicles predominately for business purposes. 

Our principal concern with the amended regulations is the requirement to impute 
income to those employees who have “on-call” emergency assignments. IPS requires 
certain employees to be “on-call” twenty-four hours a day, seven days a week to re- 
spond to emergency situations such as power outages. These employees are required, 
as a condition of employment, to take company vehicles home in order to provide 
the ema possible response to emergencies that occur during other than normal 
wor urs. 

We believe the regulations should expressly provide that employees who are re- 
quired to take company vehicles home for the purpose of responding to emergencies, 
are not e in commuting and no income should be imputed to them. We urge 
that the tions be further amended to reflect this situation. 

If the regulations are not amended to provide relief for those employees on emer- 
gency call, our concern is with computation of income based on the fair market 
value of the vehicle. Because of the need to repond to emergency assignments in 
adverse weather conditions some employees are required to drive a more expensive 
specially designed or four-wheel drive vehicle. The a 2 should not be penalized 
for this requirement. The special, more expensive vehicle provides benefit only for 
the employer not the employee. We believe the regulations should be amended to 

rmit an alternate computation of income based on the fair market value of the 
east ive fleet vehicle rather than the fair market value of the more expen- 
sive vehicle assigned to the employee. 

inally, we favor modification of the sh erp to permit those emloyees who 
live only a few blocks from the employers business site to be excluded from income 
imputation. The $3 per day method Siscrimiia iminates against those employees havi 
such a short commuting distance. We believe these employees should be exem 
in the same manner as those employees having no personal use of vehicles other 
than de minimus pe use. 

Thank you for the opportunity to present our views on these important regula- 
tions. ° 


JACKSON WELDING Supp y Co., 
Pittsburgh, PA., February 21, 1985. 
Mr. Joseru K. Dow ey, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Building, Washington, DC. 

Dear Mr. Dow ey: This letter is my statement to be included in the printed 
record of the scheduled March 5 hearing on the recordkeeping requirements for 
business auto use: 

My company is in the industrial supply business in Western Pennsylvania. We 
have six autes and one light truck which would fall under the proposed Tr 
Department regulation. This regulation causes us concern in two areas. The first 
area of concern is the extremely burdensome way we have to keep the actual 
record. Our people are spending time computing data for the IRS that could much 
better be spent on doing our business. As you know the recent domise of the steel 
industry has made business very difficult in this geographic area. We very strongly 
object to anything which causes our productivity to be going in a negative direction. 
If we spend only five minutes per day on this record our seven people will lose 2.9 
hours per week or almost 19 man days of work per year. 

My second concern is the actual record itself. To be accurate the record will have 
to be kept in the auto. This means there will be seven books floating around which 
show every customer by company name and each contact in that company. This 
would be of great interest to a competitor. I realize security would be my problem 
but this is a problem we do not want. 

There must be a better way for the IRS to charge tax on business autos. We do 
not offer a solution other than to repeal the regulation and start over with perhaps 
a flat tax per business auto. 

We support the need of our government to gather tax monies and we recognize 
that you want to do this job as fairly as possible but this regulation is just too bur- 
densome. Please repeal it. 

Very truly yours, 


JosePH L. Mazziormi, dr., 
Vice President. 
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Jongs, Day, Reavis & Poaug, 
Washington, DC, March 7, 1985. 
Mr. JosrePy K. Dow_ey, 
Chief ee Committee on Ways and Means, Longworth Office Building, Washing- 
ton, 

Dear Mr. Dow.ey: We hereby submit this written statement for the record in 
connection with the March 5 hearings of the Ways and Means Committee. This 
statement is submitted by the multi-city law firm of Jones, Day, Reavis & Pogue, on 


behalf of a broad coalition which includes some of the largest publicly- corpo- 
rations in the world, smaller, privately-held corporations, and ince public-sector or- 
ganizations. 


sh tonite pant Sic haat a A apt bccntoirel vt eager aii 
regulations concerning automobiles, aircraft, and certain other property. One set 
governs depreciation uctions where there is some personal use of these thi 
and the other set governs the income and withholding side of the same issue. 

set governing depreciation deductions, particularly its automobile recordkeeping 
rules, has created a great deal of interest and caused several Members to sponsor 
corrective legislation. The IRS has also responded, albeit not that helpfully, in a 
series of press releases and revisions to the regulations. 

We believe this is just the = of the iceberg, however, because the other set—that 
governing income and withholding—imposes just as many burdens, and is just as 
complex and harsh. For example, it does no good to reduce recordkeeping burdens 
on depreciation side if, for income and withholding purposes, employers must 
still instruct their employees to keep extensive records of their personal and busi- 
ness use of an automobile, and then must gather up those records every quarter and 
review them employee-by-employee for purposes of income imputation, withholding, 
and payroll taxes. This chore cannot be “softwared” or otherwise automated. The 
personal and business use records of each employee will be different; in fact, the 
records of any given employee will be different quarter by quarter. We respectfully 
suggest that this chore, undertaken by every salesman, delivery person, rancher, re- 
altor, police officer, state legislator, and so on across the nation—and their employ- 
ers—is an inefficient allocation of the nation’s resources. 

The mention of police officers and state legislators brings up another issue raised 
by the recordkeeping rules—they are particularly unfair in the case of the public 
sector. The public sector does not claim depreciation deductions or investment cred- 
its, and its purchase of police cars, ambulances, snow removal equipment, and so on 
is not tax-motivated. One could logically infer from this that the P lic sector would 
not be subject to the recordkeeping rules, most of which are set forth in the regula- 
tions governing depreciation deductions. But the revisions to the regulations an- 
nounced by the Treaury and IRS in Feb import the full set of recordkeeping 
rules into the income a grog and withho Sila Hck nae requiring the public 
sector to comply with the recordkeeping b ns already criticized so loudly— 
and accurately—by the public sector. 

Another example will illustrate the complexities and harshness typical of the reg- 
ulations. Before a taxpayer can determine the proper tax co uences of a flight on 
a business aircraft, he must determine the pup of the flight by the plane, the 
purposes of the flight by the employees on the plane, the extent to which these pur- 
poses coincide, and the rank of the employees. He must then match his findi to 
the “exclusively” business, “primarily” business, “some” business, and “no’’ busi- 
ness tests of the regulations. If he has made it through this maze, he will be infuri- 
ated to find that he may be taxed on his use of the plane at three times full first 
class fares, or, incredibly, full charter rates. Even worse, if he has misapplied any of 
these tests, even in faith, he will always be taxed at the full charter rate. Thi 
last rule is particularly harsh and punitive, and invites disrespect for the system. 

We believe these regulations are contrary to the fairness and simplification which 
are the hallmarks of all current tax policy discussions. We also believe they do the 
Committee and Co a disservice, because they cannot be what the Committee 
and Congress intended when they acted on this matter last year. We refuse to be- 
lieve, for example, that the Committee and Congress intended the Treasury to pub- 
lish lengthy, complicated, and confusing rules sopoens tremendous administrative 
costs and threatening ordinary taxpayers with harsh valuations. 

What this means is that the Committee must address the recordkeeping burdens 
and harsh and confusing rules of both sets of regulations if the current controversy 
is to end and if texpever are to have any hope of complying with the regulations. 
The Committee could sponsor specific legislation providing for reduced recordkeep- 
ing, clearer guidelines, and fairer values. It also could work with the Treasury and 
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IRS towards the prompt issuance of revised regulations embodying these objectives. 
Finally, it could consider a moratorium until fairer regulations are pe 

As to specifi Coe ee ee ee ee ee rs of Congress 
have sponsored bills addressing the problems caused by the regulations. For exam- 
ple, there are bills on autombile recordkeeping, the parents of airline employees, 
public sector vehicles, empty seat travel, and hotels, airlines, and the line of busi- 
ness rules. We y suggest, however, that piecemeal action of this sort is 
not the best approach. We that Congress instead restate in one overall bill 
what it intended last year—that fringe benefits should be taxed, but under clear 
rules and fair values that would invite compliance by the public and insure adminis- 
trability by the IRS. 

We believe a bill of the following sort would accomplish this, and garner over- 
whelming support: First, it should provide for a return to previous pecorcnecnne 
standards, ee erence the bill to the same effect already introduced by seve 
Members of the Committee. 

Second, it should make it clear that there is no tax due on use of a public sector 
vehicle, where such use is required by the employer and where the vehicle is in- 
volved in public safety, public service, or the security of a public official. The IRS 
has a move in this direction, proposing a three dollar a day rule in such a 
case. But do we really want to force every state, county, and municipality to set up 
the system necessary to monitor, withhold, and otherwise administer the three 
dollar rule? How many police or state legislators do we think there are who abuse 
the system? To the extent they exist, isn’t it better to insure compliance through 
i eee of requiring the entire public sector to take on new inistrative 

ens 

Third, with respect to private sector vehicles, it should provide deemed levels of 
personal use as a safe harbor, not requiring recordkeeping, where it is clear most 
use will be for business for example, where farm vehicles or a travelling 
salesman are involved. IRS has again dgingly taken a step in this direc- 
tion, but has set ll paar use safe harbors too high—for example, 20 percent of a 
truck’s use is dee personal. 

Finally, it should eliminate the subjective and confusing rules adopted by the IRS 
in the general aviation area, and should substitute safe harbors based on readily 
determinable facts, such as whether the person flying is an ordinary employee or an 
executive, and the type of plane involved. It is imperative that it value flights 
on the basis of commercial fares otherwise available. 

If instead of igs legislation the Committee believes it pd eine to address 
this issue by working with Treasury and the IRS, we have attached for your conven- 
ience as Exhibit A a submission we made earlier to Treasury and the IRS suggest- 
ing rules we believe are clear and fair. (We ask that Exhibit A be printed in the 
record as part of our written statement.) The only c in analysis that has devel- 
o since we made this submission concerns the valuation of business aircraft, 
where owner-pilots and others who use smaller planes believe reduced valuations 
wal a th ah in their case. 

i , if or when a moratorium is raised as a possible solution, please consider 
Exhibit B hereto. (We ask that Exhibit B be printed in the record as part of our 
written statement.) 

you for your consideration. 
Very truly yours, 
RAYMOND J. WIACEK. 

Enclosures. 


(Exhibit A] 
REFORM OF THE PROPOSED SECTION 61 AND 132 Faince BENerit REGULATIONS 


Taxpayers ip? ahaa | and administrable rules, reduced paperwork burdens, and 
fairer values. and ambiguous rules written from the perspective of compli- 
ance offer no guidance to the great majority of fair and reasonable taxpayers, and 
are perceived by the majority as unfair and punitive. An IRS news release announc- 
ing revisions to the proposed section 61 and 132 regulations—and containing clear 
and Sage re rules, roduced burdens, and fairer values—should be issued 
promptly. 

We recommend that the news release contain the following: 

1. Automobiles.—The pro regulations contain no safe harbors except for a 
very narrow commuting rule. Safe hartrs to roduce the recordkeeping burden on 
employers and employees, and to clarify the treatment of government cars, are nec- 
essary. 
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a. Where business use exceeds 50%, employers should be permitted to impute 
income in reliance on safe harbors of the sort announced in the section 274/Z80F 
news release of Jan 26—that is, they should be able to deem personal use to be 
a fixed percentage. is will permit employees to avoid keeping burdensome 
records, and permit employers to avoid quarterly collection and review of such 
records. It is also recommended that the set percentage be reduced to 10% for spe- 
cial vehicle and 20 % for cars. Where business use is less than 50%, an employer 
could not impute income in reliance on such safe harbors; however, to roduce with- 
holding burdens, employers should be allowed to base withholding throughout the 
year on a deemed percentage of personal use—say, 75% or actual personal use from 
the preceding year, whichever is less, with a final, make-up amount withheld at 
year end if needed. 

b. Government cars regularly used in official business, such as those of police and 
waterwork departments, should require no imputation of income. Police cars are 
prominently marked, and many communities require their use by officers (but do 
not permit use by family members) even for personal business, because the visibility 
and “show of force” is accepted by most experts as a major contributor to public 
safety. Employees of waterwork and similar department are on call 24 hours a day. 
Again, personal use is limited to the employee, and invariably restricted to commut- 
ing. A threshold, such as 50% business use, may be incorparated in this rule, or the 
IRS may simply accept that the business use of such cars always ex ; 

2. Aircraft.— so-called ‘‘safe harbors” in the proposed regulations must be re- 
placed by true safe harbors. 

a. Flights by key employees (other than non-taxable working condition fri ) 
should be valued at the equivalent of 200% of commercial first class. (Use of 
multiples to determine commercial fare equivalents is acceptable.) 

b. Flights by non-key employees (other than non-taxable working condition 
fringes) should be valued at 50% of commercial coach, just as is travel by the par- 
ents of airline employees. Hitchhiking by a non-employee, on a flight which consti- 
_ tutes a orang condition fringe as to the employee involved, also should be valued 
at coach. 

c. The news release also should announce that the definitions of key and non-key 
employees will be made clear and administrable. 

3. Security.—The lack of guidance in the security area should be replaced by clear 
and simple rules. 

a. The provision of a car and driver because of bona fide security concerns should 
not result in the imputation of income, in keeping with the very clear legislative 
sar n this point. 


ights by ed employees for whom the employer has bona fide security con- 
ae ae le and consistent rules for ai use should be valued at 100% 
Oo class. 


c. The news release also should announce that factors to be considered in deter- 
pe whether bona fide security concerns exist will be included in the regula- 
tions. It should be presumed that bona fide security concerns exist in connection 
with elected and appointed public officials, such as governors or cabinet secretaries, 
and similarly situated public figures. 

4. Procedure.—The “one bite at the apple” rules in the proposed regulations are 
unauthorized and harsh. Good faith reliance on any one portion of the regulations, 


_ even if ultimately determined to be incorrect, does not require punitive treatment. 


[Exhibit B] 
A FRINGE BENerit MORATORIUM Is NEEDED AGAIN 


In Code section 132, added in 1984 by DEFRA, Congress addressed the taxation of 
fringe benefits. This section provides that certain traditional fringes, such as tur- 
keys at Christmas and discounts for department store workers, are not taxable. As 
of January 1, 1985, however, everything else is taxable at fair market value. Every- 
thing. More precisely, employees have to treat the value of everything else as 
income, and employers have to withhold on this income and pay their share of pay- 
roll taxes on it. 

No one was ready for this. It is certain, for example, that the Department of De- 
fense was not ready—not ready to record, or value, or withhold on, the free “s 
available” flights provided worldwide to military and retired military personnel on 
military aircraft. One informal estimate from within the Pentagon places the cost of 

the system necessary to comply at several times the ann budget of the IRS. 
Needless to say, this particular expense is not part of the Defense budget now being 
debated. Nor is the cost of the extra payroll taxes involved. 


eee 
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States, counties, and municipalities also were caught unaware. For exam ane 
many such public sector organizations require police officers and other public 
officials to drive their vehicles home at the end of their shift. This kept the Sonic. 
close at hand to insure a prompt response to emergencies. It also keeps the vehicles 
visible throughout the community. Most experts think this “show of force” is an im- 
portant factor in deterring crime. No one really focused on the fact that such em- 
ployees realize a “fringe benefit” from such .policies, because their “commuting”’ is 
free. roe.” So, as of January 1,.1985, states, counties, and municipalities are expected to 
value this commuting, impute it to their employees, withhold on it, and pay payroll 
taxes on it. Most public sector budgets are set for 1985. Most do not include line 
items for administrative costs or extra payroll taxes attributable to the new fringe 
benefit rules. 
also was not fully aware of the implications of the new fringe benefit 
rules. It certainly did not consider that withholding on non-cash “income” was a 
mandatory subject of bargaining, which could proper lead to the filing of griev- 
ances, ess labor contracts are renegotiated. Nor did it consider that definitions, 
thresholds, and payments in many pension plans are tied to “income,” “wages,” or 
similar terminology, all of which could be affected by the new fringe benefit rules. It 
could not have known that the Treasury would place much higher values on certain 
”*—guch as flights on private aircraft—than the Federal Election Commis- 
sion, which will lead to some interesting problems. It also appears it was surprised 
by the outcry over the recordkeeping burdens imposed by the new law, particularly 
as to automobiles. While most attention has focused on the recordkeeping burdens 
of sections 274 and 280F, the section 132 rules are just as bad. For example, employ- 
ers must instruct their employees to keep records of their personal and business use 
of an automobile, and then gather up these records every quarter and review them 
employee-by-employee for purposes of income imputation, withholding, and payroll 
taxes. This chore cannot be “‘softwared” or otherwise automated. The personal and 
business use records of each employee will be different. In fact, the records of any 
given employee will be different quarter by quarter. Is there any doubt that these 
tasks—undertaken by every salesman, delivery person, rancher, realtor, police offi- 
cer, and so on across the nation, and their employers—is a waste of the nation’s 
resources? The only debate, it appears, is whether this is more of a waste than the 
time spent reviowing labor contracts and pension plans. 

Last, but by no means least, it appears the Treasury was not roady for the new 
rules. That is what a prudent man would infer from the regulations the Treasury 
published to guide taxpayers in this area. For example, Congress made it clear that 
security and safety concerns could cause what might otherwise be a fringe benefit to 
be non-taxable. An example would be where the Speaker of the House is driven to 
and from Congress each day. But the reasoned that although the full 
value of the car and driver might not be taxable, the Speaker was still getting to 
work free. So, concluded the Treasury, some portion of the commute still must be 
treated as a taxable fringe. Did the Treasury give the Speaker any help as to what 
portion this might be? No way. Perhaps it’s comparable bus fare, perhaps the cost of 
a taxi, perhaps a per mile c . But at least the Treasury did not leave the Speak- 
er in the dark all by himself. President’s accountants must be struggling with 
his ae of Air Force One and Camp David. And the CEO’s of multinational corpora- 
tions, big city mayors, entertainment personalities, and every other public figure le- 
oer y Sainarned’, about kidnapping, terrorism, or just plain kooks, must be in a 


Nor is ereagt only example of ambiguity and confusion in the regulations. 
Before one can determine the | eatink tax consequences of a flight on a private air- 
plane, for example, one must determine the purpose of the flight by the airplane, 
the purposes of the t by the employees on the plane, the extent to which these 
purposes match, and rank of the employees. Worse, one must determine these 
things by using the vague tests set forth in the regulations—the ‘‘some business” 
test being perhaps the worst. 

Congrees has started to react to all of this. Several bills have already been intro- 
duced to correct section 132 on a piecemeal basis. But piecemeal action cannot be 
the answer where it is so clear that no one was roady—certainly as of January 1— 

to sponse il with the new rules and address the many collateral issues implicated. 
- Congress has passed moratoriums in the past in the fringe benefit area, and it is 
emet that one is necessary again. 
RayMOND J. WIACEK, 
Jones, Day, Reavis & Pogue, Washington, DC. 
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STraTEMENT or Hon. Tom Lzwss, A Boreas IN CONGRESS FROM THE STATE OF 
RIDA 


Mr. Chairman, I want to commend you for holding this hearing to evaluate the 
regulations issued by the Internal Revenue Service ) relating to the record keep- 
Ba, sbi meade npr i an ocak awer inde al ook do A 

appreciate the opportunity to testify before the committee today, and I want to 
join many of the other Members of Congress and organizations testifying before you 
to urge committee to report legislation to the “adequate contem 


9 


trying to comply with the record keeping requirements but are finding them ridicu- 
lously burdensome, both in terms of cost and time required to implement, and dis- 
ruptive to their businesses. 

a national level, it has been estimated that the cost of compliance by the tax- 
payers is between $2 to $3 billion!! When this is compared with estimated reve- 
nue gain to the Treasury of $100 to $200 million, it is clear why Congress must take 
immediate action. 

Although the revised regulations, recently issued by the IRS, solve some of the 
problems associated with the record keeping requirement, they do not attain the 
proper balance between the burdens being imposed on taxpayers and the need to 
insure that the deductions claimed are legitimate. The revised regulations also do 
not rect nel agd address many of the arbitrary and inequitable applications of the 

ent. 
urge the committee to act e itiously and remove the burdensome record 
keeping requirements from the backs of the taxpayers. 





CHaRLEs Lucas SALzs Co., 
Dallas, TX, March 4, 1985. 
Hon. Martin Frost, 
House of Representatives, 
Washington, DC. 

Dear CONGRESSMAN Frost: Thank you for replying to my letter ing the 
new IRS regulations governing records-keeping for the business use of automobiles. 

I find it encouraging that stops are being taken to look at these new requirements 
in depth. My feeling is that a repeal is in order. 

The modifications recently do not relieve the burden for the businessman 
who uses his automobile for business 90 to 95 percent of the time. These 
are the sip who should be exempt rather than the automatic 70 to 80 percent 
that the modified version allows. ; 

em our purpose is not to avoid taxation. Our is to spend our time 
working at our business, not keeping records for the . 

We will appreciate any help you can offer in removing this regulatory burden. 

Very truly yours, 
Sreve Lucas. 


MARELCO Power Systems, INc., 

| Howell, MI, February 21, 1985. 
Mr. Josrery K. DowLey, 
Chief Counsel, Ways and Means Committee, Longworth Building, Washington, DC. 

Deak Mr. Dow .ey: This letter is for the use of the Treasury Department in its 
forthcoming hearings and reconsideration of record keeping regulations for automo- 
biles and certain het property. 

Legitimate business expenses occurs in many different ways. Their charactieris- 
tics as “ordinary and necessary” have always been subject to normal scruany and 
burden of proof requirements in our self assessment based taxing system. The levels 
of Varad required have Rodiouely cevene upon the facts and circumstances in 
each taxpayer’s particular case. Sometimes certain expenses are questioned by 
taxing authorities and when they are not supported by reasonable evidence their 
deductibility is determined by n iation and sometimes litigation. ~ 

The point is these systems work, and both taxpayers and taxing authorities have 
Noes albag eusea tie Treeaueyd partment fanning the sensibilities of Co 

ow, along comes the € en e se es ngress 
with tales of “abuse.” As a t of the paranoia raised by these concerns, costly 
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and burdensome record keeping ae a 
but a few areas where perceived “abuses” may hap 

The problem with this ap is that it now peal deductions to the individual 
doing the best at keeping records rather than those to whom the deduction 
may properly belong. The “records keeping” approach penalizes honest and indus- 
trious taxpayers by utilizing harassment above the normal level of information 
interc to impose short term social objectives. This piecemeal a eA whip to tax 
policy is tal short run and disastrous long run for it adds to prevailing 
perception that our tax Phdpeigaliry is unfair, thus encouraging efforts to defeat it by any 
means whether legitimate or not. 

Automobiles, airplanes and other tools of business are no different from lathes or 
trucks. To single any one out for harassment hurts us all. 


Very truly yours, 
Perer H. Burcuer, President. 





CoNGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, DC, February 27, 1 27, 1985. 
Hon. DANIEL RosTeNKOWSEI 


Committee on on Wa and Means, House of Representatives, Longworth 
Building, Washington, DC 

Dear Mr. CHARMAN: I wish to be recorded as favoring those bills that repeal Sec. 
179 of PL. 98-369, The Deficit Reduction Act of 1984. 

These temporary regulations, particularly the record keeping requirements on 
autos used in the conduct of business, prove not only to be aeoue but harass small 
businessmen, service ta ogpeer and their employees. 

I do not quarrel with the original intent, to a the unsubstantiated “business” 
use of luxury cars and the incipient business “ ” that they provide. However, 
the “hamstringing” of legitimate small business is fe disastrous 

I know that the Committee on Ways and Means, in its wisdom, will present us 
with a clean bill that gets to the heart of the abuses and protects the legitimate use 
of autes, vans, trucks for business and service. Such a measure I will be happy to 
support. 

NICHOLAS MAVROULES, 
Member of Congress, Sixth District, Massachusetts. 





Jim & Harvey McCown, 
Bakersfield, CA, March 1, 1985. 
Hon. Joseru K. Dow ey, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 
Dear Mr. Dow ey: This issue has generated a lot of discussion. However, I have 


not seen the foll two philosophical questions considerod: 
at intrusive uld the tax rules be in the taxpayer's daily business activi- 
ties 
2. Does the rule have tential? 
Reasons for these new rules yee clade inal othe tax system fair and h off a 


taxpayer rebellion. The agen a was that f e taxes were fair, there peaid leas 
of a problem with proper oor liance. This concept of fairness was to be promoted 

elimina excessive auto eouceone a Aang hien to this theory, the taxpay- 
ers would be more inclined to acquiesce to all of the tax rules. 

It is obvious that the theory not ork out in practice. It would be simplistic 
for Congress and the IRS to unter Pret this as sgl gp ta ers attempting to protect their 
deductions. Many Laci i are extremel y concern about the sige dea ir ing of these 
rules. It is this aspect that many people are finding extremely disturb ing—the gov- 
ernment intruding into the everyday business activity—the “1984” Orwellian con- 


ce 

have been involved in the tax process for 20 years. In the a taxpayer faced 
an undesirable rule once a year. He might be upset for oh few phe but then he went 
on about his poaagoeg Now, the auto-log rule reminds the taxpayer of a tax battle 
everytime he gets in the car. Perhaps a psychologist could explain it better, but it 
appears that cite ag create animosity on the taxpayer's part far in excess of the 
once a year approach. 
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In all the commentary on this subject I have not seen any consideration given to 
pe ohare: = tesco arora 

reactions prior to writing a new or issuing new interpreta- 
cheating, but to help move the country to stronger moral 
We clearly need simplification, fairness, better com- 
vy handed approach lacking wisdom may cause the tax 
it is intended to stop. P. many steps are needed instead of 
. It is very important that taxpayer/voter reactions be considered 
‘regulations and legislation as we attempt to improve the moral cali- 


say, “Sometimes the cure is worse than the disease.” 
Harvey J. McCown. 
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Sincerely, 


STATEMENT OF McGLaprey HENDRICKSON & PULLEN 


We are grateful for the opportunity to express our views of the temporary and 
tions on automobile recordkeeping nts. McGladrey Hen- 


ordkeeping for business vehicles. 

McG Hendrickson & Pullen a peat the Treasury Department's concern 
that prior law provided taxpayers willing to p play the audit lottery with unmerited 
deductions. We have a great interest in seeing clients claim proper deductions with 
confidence. Our clients are not anxious to subsidize dishonest taxpayers, and our 
firm risks the loss of clients to other less scrupulous preparers if the law is unclear 
or if the law is not enforced. 

As Certified Public Accountants, we understand the Treasury Department's desire 
to have taxpayers document each business trip when it is completed and provide 
detailed supporting data. In theory, this represents a good method for ascertaining 
pe business use. In practice, application of the theoretical approach is present- 

compliance problems. Also, the theoretically correct answer may not be cost ef- 
fective { or either the government or taxpayers 

A fundamental concern of the Firm is the ir impact of these regulations on taxpayer 
compliance. The hostility of clients to those new requirements is difficult to over- 
streas. Many clients have informed us they do not intend to keep records and will 
forego legitimate business deductions. Others have advised us that they do not 
intend to comply with the law and will file their returns themselves. Clients view 
the requirements as an example of government overreaching into their private lives 
on what they view as an obvious business expense. Further, they resent the imposi- 
tion of a contemporaneous recordkeeping requirement on them. This is a function 
se _view as more properly residing with accountants, bookkeepers and officials 

the federal government, rather than entrepreneurs, like themselves, actively 

in business. To businessmen, the recordkeeping requirements represent a 

si tial additional administrative cost which is not only extraneous to their com- 
mercial goals, but ee their hacer in achieving these goals. 

We are concerned that many taxpayers who were making a reasonable es- 
timate as to business use of a vehicle aaye eonchuded that the size of the deduction 
does not justify the recordkeeping effort. These yers are pti tt a legitimate 
deduction because the government has significantly Thcrenped the transaction cost 
of c the deduction. This approach seems to favor firms whe do not monitor 
costs closely or who are oe very substantial deductions. The government-im- 
posed costs force many well-managed firms to stop claiming a deduction to which 
they are properly entitled. 

While a class of honest, cost conscious businesses, the provisions do not 
address the problem of dishonest taxpayers who © falsify or fabricate contemporane- 
ous records. The individual who is mfp, raged y dishonest and fabricates log saga 
will be able to claim a deduction unless turn preparer or the IRS suspects th 
logs are not reasonably accurate. 

Additionally, we think these required log books may be very difficult to audit. For 
an IRS agent to reconstruct the route salesman X took between Middleton and 
Pleasanton is an inefficient use of government resources. To mire practitioners and 
revenue agents in an ent as to whether or not the entry is contemporaneous 
and the distance noted is correct is not a cost effective endeavor for either party. 


301 


The difficult problems of auditing logs assist unscrupulous taxpayers who recon- 
struct all of their entries. While the new law requires preparers to obtain certifica- 
tion from clients that the records submitted meet the requirements of the law, indi- 
viduals who prepare their own returns have no certification requirements. 

Not only are we concerned about the absence of certification requirements for in- 
dividually prepared returns, we have serious reservations about the statutorily re- 
oa certification procedure. Return preparers are required to advise taxpayers of 

e substantiation requirements and obtain written confirmation from the taxpayer 
that such eee are met before a deduction is claimed. As tax advisors, we 
are concerned that the certification requirements attempt to shift the enforcement 
burden from the IRS to practitioners. Clients sign returns under penalty of perjury 
accepting responsibility for the truth, accuracy and completeness of the information 
on the return. ee sign returns under penalty of perjury that the returns are 
correct based on all information of which a preparer has any knowledge. We do not 
understand why a client should be asked to certify to his or her return preparer 
that a log is accurate and within the requirements of the law, when the client signs 
the return under penalty of perjury. This is especially puzzling since a yer’s 
spneture on the perjury declaration is sufficient without independent certification 

a log, if the taxpayer prepares his own return. We are concerned that Congress 
Lar shifted an enforcement burden to us that more properly should remain with the 

Additionally, return preparers are required to advise clients of the substantiation 
requirements. This requirement is not limited to the substantiation requirements 
for employee use of business automobiles, it includes the substantiation require- 
ments for all business deductions claimed under Section 162 and Section 212 for 
travel and entertainment expense. 

Many questions remain unanswered with the new contemporaneous record provi- 
sions. It is difficult for full-time professional tax advisors to understand the nuances 
of these rules. To expect professional tax advisors to explain the new rules and all 
the old substantiation requirements for travel and entertainment expenses to each 
client is unreasonable. , 

Also, we are concerned that these statutory requirements shift some responhibility 
for the accuracy of the information contained within the return from the client to 
the preparer. If clients feel they can give their preparers inaccurate information 
and successfully assert an innocence of the law defense, the national compliance 
effort will suffer. 

Since we are required to perform governmental duties in certifying logs and advis- 
ing clients of the old and new substantiation requirements, who should pay for this 
service? In our view, the government is the direct beneficiary of these requirements 
and should bear the cost of compliance. 

We feel the new be Appr should be subjected to a rigorous cost/benefit analy- 
sis. On the benefit side, the limitation of the investment credit and accelerated de- 
preciation, the requirement of 50% business use of all listed property and the new 
substantiation requirements are anticipated it! the Joint Committee on Taxation to 
yield the federa] treasury $700 million from 1984-1987. Unfortunately, no independ- 
ent revenue estimate exists as to the projected revenue gain from the substantiation 
requirements alone. The new requirements may have the additional benefit of in- 
hibiting abusive taxpayers from daiming deductions to which they are not entitled. 
Previously, these aggressive deductions were only detected if the individual was se- 
lected for audit. To the extent all taxpayers are required to keep contemporaneous 
records and do not fabricate those records, taxpayers should be more reticent to 


claim unwarranted deductions. 
Do these benefits outwoigh the societal costs? As already mentioned, logs are diffi- 
cult for both the IRS and practitioners to verify. While the tory modifications 


have provided relief to some deserving classes of taxpayers, they have also created 
substantial confusion. Some of our offices estimate that each partner and sagen i 
devotes one hour per day explaining the provisions to clients. Once clients under- 
stand the evolving provisions, ies must then eee corporate policy and 
advise their employees about the latest rules. If their employees understand the 
new irements, the client’s bookkeepers must devote time to o izing and com- 
piling the data. The procedure outlined above is a best case scenario. It does not 
include icular client problems that might not have been addressed in the regu- 
lations, for instance, the recordkeeping responsibilities of tax-exempt entities of gov- 
ernmental units. The simple case of implementing the recordkeeping requirements 
is a significant expense for our clients in both money and time. 

We are concerned that this compliance cost detracts our clients from their funda- 
mental business goals and reduces the gross national product. Each minute spent 
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See ane, © Hab, Con Pang monty cme aneeey paves ane Testincing ome 
of the rules and i essional advice on the evolving requirements of the 
is a minute national preductivity. For the country, these com- 
pliance costs represent decades of time and millions of dollars. These costs are 
added to the price of the goods and services we as a nation produce, hindering our 
ph hig in marketing American goods and services abroad and reducing our trade 

it. We question whether our trading partners, who aye ee surplus with 
the U.S., are imposing these types of administrative costs on their preducers. 

We are also concerned that these records will not be useful because of the inher- 
ent difficulty in verifying their accuracy. The records may also be inaccurate be- 
cause employees have an incomplete understanding of the log requirements. Since 
the evolving regulations have confused aap Pig peagpre y tax advisors, it is unlikely 
that all employees have fully understood rules and complied. We question the 
wisdom of requiring records to be kept which could be inaccurate and not really sus- 
ceptible to verification. 

At the current time, we feel the cost of the hi outweigh 
their benefit. To gain the unknown portion of the $700 million, three year revenue 
gain, our clients are incurring substantial costs in understanding and complying 
with the new regulations. This cost dampens their productivity and is collectively 
reflected in a lower Gross National Product. 

If the recordkeeping requirements are retained, we have some sues on fur- 
ther modifications. First, tempo regulations published in the Federal Register 
on February 15, 1985 provide significant relief to rving classes of taxpayers. We 
agree with the approach taken in the regulations and your consideration of a 
proposal to create additional safe harbors for certain industries and types of busi- 
nesses. Industry business use percentages could be based on representative samples 
of industry usage. While industry percentages may represent rough justice, gpl on 
ers could be given the option to maintain contemporaneous records if they could 
substantiate greater business usage. This option permits taxpayers to make their 
own cost/benefit analysis as to whether recordkeeping is cost effective. We recognize 
the difficulty in defining industries, but t the effort to develop good defi- 
nitions for safe harbors is a worthwhile endeavor. 

Additionally, we recommend tougher penalties for taxpayers who falsify docu- 
ments at year-end. It is our view that standard industry percentages would relieve 
most ma verere of recordkeeping responsibilities. Once many of the honest taxpay- 
ers can c safe harbor protection, we feel it is appropriate to punish people who 
abuse the hile pet We feel it is fair to extract a cubstantial penalty from individ- 
ue with false documentation if safe harbor protection is granted to a larger class 

taxpayers. 

We appreciate the opportunity to submit written testimony and would be happy 
to respond to any questions members of the committee might pose. 





GRAND Prarrig, TX, February 25, 1985. 
oe sees Frosr, 

ouse of Representatives, 

Washington DC. 

Dear REPRESENTATIVE F Rost: Thank you ddl Mes letter of Feb. 22, 1985, advising 
tp of the committee hearings regarding record-keeping for business use of automo- 

es. 

My comments to the committee involve more than just the issue of record keep- 
ing. That is bad enough, but I am just as concerned about the direct economic 
impact of this new legislation (it is nothing more than a tax increase) and its nega- 
tive results on the American people. 

I would also complain about the taxing of benefits in general. It is bad precedent 
and horribly depressing to think that just when one thinks they are moving ahead, 
Congress via the IRS comes and pushes you back. Taxes are bad enough, but when 
you start taxing noncash benefits it hurts even more. Taxes of this sort will also 
drive up the cost of doing business, prices will have to rise and we will all be worse 
off (except of course the ones who receive part of the money that was taxed away 
from the one who earned it). 

I would like to request to repeal, not only of the record keeping burden, but of the 
entire legislation surrounding the taxation of the use of business (i.e. company sup- 
plied) automobiles. 

Thank you for your understanding. 

Yours truly, 
Wayne METCALFE. 
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STATEMENT OF Hon. DanieEt A. Mica, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF FLORIDA 


Mr. Chairman, I appreciate this opportunity to share my opposition to the IRS 
requirement that a contemporaneous log be kept to support the deduction for any 
claimed business use of an automobile. 

It is my belief that the increased paperwork and overall burden of adhering to 
these changes will result in a significant loss of productivity for the businessmen 
and women of this country. 

This change in the law has added unnecessary regulations that only increase frus- 
tration with the tax code and waste valuable time and energy. 

If the economy is to continue to grow, the Congress must resist the temptation to 
add further obstacles to business. I support efforts to reduce the deficit, but these 
new regulations only serve to frustrate the honest and hard working businesses that 
keep our economy strong and they serve no substantial deficit reduction purpose. 

This hearing is an important step in addressing the resentment and frustration 
that is building in our business community over these regulations. As is the case 
with all my colleagues in the Congress, my office has been contacted by ever in- 
creasing numbers of constituents who oppose these IRS regulations. 

I am encouraged to note that Congressional opposition to this provision has con- 
tinued to grow. I have introduced and suppo legislation to repeal these regula- 
tions and I urge immediate action on this problem. Mr. Chairman, I commend you 
for your leadership in holding these hearings and look forward to working with you 
to repeal these burdensome regulations. 


MINING AND RECLAMATION COUNCIL OF AMERICA, 
Washington, DC, March 11, 1985. 


Hon. Dan ROSTENKOWSKI, 
Chairman, Ways and Means Committee, U.S. House of Representatives, Longworth 
House Office Building, Washington, DC. 


DEAR CHAIRMAN ROSTENKOWSKI: In his testimony before the Committee on the 
Treasury Department’s implementation of the contemporaneous recordkeeping re- 
quirement to substantiate business use of vehicles imposed by the Deficit Reduction 
Act of 1984, the Assistant Secretary for Tax Policy stated that Treasury was “willing 
to work with (the) Committee to develop reasonable recordkeeping rules for yers 
to substantiate the business use of vehicles.” In this regard, I am writing to your 
and the the Committee’s attention to the need for a special rule for the surface coal 
mining industry. The circumstances within which the surface coal mining industry 
operates, I should add, are similar to those of highway construction or oil and gas well 
development and tending and should be covered by a common special rule. 


The Members of the Mining and Reclamation Council of America (MARC) are en- 
gaged in the activity of mining coal. This activity is always away from a central 
office, shop, or garaging area. Most companies normally will be operating several 
mines simultaneously, often 25 to 100 miles apart. In order to maximize the use of 
the workforce and to accommodate transportation in difficult terrain (often unpaved 
roads), the common practice of most operators is to provide vehicles for its superviso- 
ry and other selected employees to enable them to effectively move from one work 
site to another; to be able to have access to the worksites; and, through the use of 
two-way radios in each vehicle, to maintain contact with other employees in the 
field. The general practice is to assign the vehicle to such individuals on a full-time 
basis and to have the individuals garage the vehicles at their homes. This practice 
reduces the amount of time needed for the individual to get from his home to the 
worksite by not requiring him to come to a central garaging location to pick up the 
vehicle he will use in the field. 

It is obvious that these vehicles are used primarily for business purposes. There 
will be some personal use as running errands in the evening or picking up a child 
from school, etc. The primary facts, however, are that the vehicle is provided by the 
employer to the employee to facilitate that employee’s performance of his job re- 
sponsibilities and to permit the employer to obtain maximum use of the employee’s 
time. The employee, it should be noted, would not have use of this vehicle were it 
not for the business purposes of the employer. 

As a consequence, I request that the Committee advise the Treasury Department 
to promulgate a special rule for the surface coal mining industry and industries 
with similar circumstances exempting vehicles used in the business conduct of the 
industry from the contemporaneous recordkeeping requirements of the regulations. 
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Treasury could act to assure taxpayers compliance by requiring certification of the 
business purpose for assignment of the vehicle. 

Failure to promulgate a special rule will necessitate the burdensome task of each 
such employee and his employer maintaining logs and travel records which would 
merely confirm the obvious, that these vehicles are used almost totally for business 
purposes. This unnecessary paperwork burden, currently required by the regula- 
tions, serves no useful purpose other than further requiring the use of the employer 
and employees time for a non-productive government imposed paperwork require- 
ment. 

On behalf of MARC’s members, I encourage you to request that the Treasury De- 
partment address our concern, or, should they not, to favorably report ey eager 
amending the contemporaneous rulekeeping requirement which addresses the prob- 
lem outlined above. Should you or your staff have any questions regarding our con- 
cern, please contact me. 

It would further be appreciated if you would incorporate this correspondence into 
the Committee’s March 5 hearing record. 

Sincerely, 
DANIEL R. GERKIN, 
President. 


Mororo.a, INC., 
Washington, DC, March 7, 19835. 
Hon. DAN RosTENKOWSEI 
Member of Congress, Rasturn House Office Building, Washington, DC. 

DEAR CONGRESSMAN ROSTENKOWSEI: Attached is a copy of Motorola’s response to 
the IRS proposed and temporary regulations on the taxation of certain fringe bene- 
fits and on the new contemporaneous recordkeeping rules enacted as part of the 
Deficit Reduction Act of 1984. 

It is my understanding that the House Ways and Means Committee held a hear- 
ing on March 5 to explore these regulations. I know that many members of both the 
House and the Senate have also questioned thee proposed regulations. The with- 
holding provision is particularly cumbersome and expensive to administrate. Hope- 
fully, our attached response will answer some of your questions from an industry 
point of view. 

Thank you for your consideration of this matter. 

Sincerely, 
C. Travis MARSHALL, 
® ; Corporate Vice President, Director Government Relations. 

Attachment. 

Mororo.a, INC., 
February 4, 1985. 


Re Proposed and temporary (T.D. 8004) Internal Revenue Service regulations on tax- 
ation of fringe benefits filed January 2, 1985. 

Commissioner of Internal Revenue, 

Attention: CC:LR:T(LR-216-84) 

Washington, DC. 

Deak Sirs: Motorola, Inc. is highly sympathetic to Congress’ desire to reduce the 
national deficit. Reducing the deficit is a goal that must be satisfied to sustain the 
current economic recovery. However, we do not believe that the recordkeeping 
rules, the rules affecting company-owned cars (as enacted in the Deficit Reduction 
Act of 1984) and the proposed fringe benefit regulations are appropriate devices for 
increasing Treasury revenues. 

We believe the Treasury regulations on valuing the use of an employer-provided 
automobile or airplane flights are unfair and should be withdrawn. We believe that 
the recordkeeping burden placed on employees and employers is unreasonable. 

We believe that the long-term effects of the rules on the economy will be detri- 
mental. Therefore, we offer the following comments for your consideration in draft- 
ing final regulations on these subjects. Additionally, we request a public hearing on 
these subjects so taxpayers can express their views. 
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I. AUTOMOBILES 


A. The special rule for valuing an employer-provided automobile 


We believe that there must be a change in the “ ial rule” for valuing the bene- 
fit received by an employee using a company bar. First, the rule implies a precision 
that does not in reality exist. The rule for cars placed in service before 1985 is based 
on the value of the automobile at January 1, 1985, which is highly speculative. The 
fair market value of two different automobiles of the same manufacturer’s model 
can vary substantially based on the maintenance schedule followed, number and 
type of miles driven, etc. Cleary, therefore, value is at least partly subjective and 

t subjective value will determine how much income is imputed to an employee. 

Second, determining the value of a fleet of hundreds or thousands of cars is an 
unreasonable, and costly administrative burden to place on an employer. One can 
easily foresee ridiculous controversies with IRS agents over the “true” value of a 
particular car at the relevent date. If there is no transaction to establish the value, 
there is no definitive way under the current regulations for an employer to estab- 
lish a safe harbor for his auto valuations. Even with a transaction value (such as a 
eee the regulations provide that a group or volume discount must be ignored. 

many instances, such discounts will not be easily determined. 

Furthermore, the rules are somewhat nullified by the provision in the regulations 
which states that “neither the employer nor the employee is bound by the other’s 
use of a special rule.” As a result, an employer can spend thousands of dollars valu- 
ing its fleet and spend thousands of hours to administer its automobile program 
fairly, only to have an employee totally ignore all the employer's efforts. 

We, therefore, feel that the “special rule” is not rooted in reality and must be 
substantially overhauled to be fair and effective. However, any changes should 
include a ‘safe harbor” rule which will protect employers from unreasonable and 
unsolvable controversies with IRS agents over minor issues in the employer’s pro- 
gram. 

B. Withholding 

Additionally, the imputed income rules in the fringe benefit regulations present a 
definite problem for employers. As currently designed, the vast sig aaa of payroll 
syatems are not capable of withholding taxes on non-cash benefits. Consequently, to 
comply with the requirement that tax be withheld from non-cash compensation, em- 
ployer must redesign their payroll systems. The cost of such as will not be 
minor. Until such changes are made, all deductions must be manually input to the 

m. In our case, where we have over 4500 company cars, the burden 1s obvious. 

e believe this is an unreasonable cost for employers to bear, especially since it will 
not affect an employee's ultimate tax liability, only the amount withheld. We feel 
strongly on this point, especially as employees are not bound by the employer's 
choice of the “special rule. 

Even if the manual input is put aside, insisting on deducting FICA is an even 
greater problem because the imputed income must be done on a cumulative basis 
and FICA calculated manually, again for 4500 employees. We estimate we will have 
to add several people to our payroll departments and accounting function to tract 
the imputed income and make the manual adjustments. This is certainly not help- 
ing us to be competitive with the Japanese and European companies in our busi- 
nesses. 


C. The contemporaneous recordkeeping rules 


The new contemporaneous recordkeeping requirements (enacted as part of the 
Deficit Reduction Act of 1984) represent an administrative nightmare for large com- 
panies with auto fleets. Many Fortune 500 companies own more than 5,000 company 
cars, which are an ordinary and necessary part of their business activities. To 
handle the impossible paperwork burden the new rules impose on such a fleet, com- 
panies will have to increase their administrative costs and will have to shift employ- 
ees from inore important and more lucrative activities. Such employees will be per- 
forming tasks of no value to their employer, and their paperwork chores will aid no 
one. 

Furthermore, the recordkeeping rules encourage fraud and forgery. Employees 
who use company cars are encouraged by the new rules to generate as much busi- 
ness mileage as possible, thereby reducing the income imputed to them from the 
personal use of a company auto. An employer with hundreds or thousands of cars 
will be unable to monitor or to verify the business/personal mileage of all employee 
drivers. Consequently, fraudulent mileage records will be common and only honest 
employees will be deterimentally affected by the imputed income rules. We do not 
believe that the new rules should either encourage employee fraud or require an 
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employer to enforce questionable IRS rules. We believe the recordkeeping rules 
must be either eliminated or substantially modified. 

This necessity is clearly shown by the fact that recordkeeping rules have already 
forced a number of large corporations to eliminate or reduce their automobile fleets. 
If the rules are not modified, the trend will continue and the automobile industry 
will be severely hampered, and probably damaged. If sales employees, for example, 
are required to obtain their own cars, they will purchase less expensive cars and 
will retain the cars for a longer period of time than their employer would. Sales of 
U.S. made cars will undoubtedly decline over the long-term as a result of the new 
recordkeeping rules. Consequently, more U.S. jobs will be lost of foreign countries 
and the taxable income of automakers and their supplier will decline. Any revenue 
increase to Treasury from the new rules will be more than offset by the long-term 
effect of the rules on the U.S. economy. 


Il. FLIGHTS ON EMPLOYER-PROVIDED AIRPLANES 


A. The special rule 
With regard to flights on peg aha mbegar airplanes, we believe the tem 
tions erred in ignoring rational of Vesco v. Commissioner, 39 101 
(1979). In Vesco, the tax court refuse to assess income for flights provided to the tax- 
payer’s family members who occupied what otherwise would have been vacant seats 
on his business flights. 

We believe the rationale in Vesco is correct, fair and should be embodied in the 
final regulations. Where the employer incurs no additional cost due to a family 
member accompanying an employee on a business trip, income should not be imput- 
ed to the employee for the family member’s flight. 

Furthermore, the “special rule’ for computing the value of a flight on a employ- 
er-provided flight is too complex and is unfair. The Standard Ind Fare 1 
( ) rates require numerous calculations to arrive at the valuation of a flight. Ad- 
ditionally, the fact that the calculations will change every six months is an unnecee- 
sary complication. Futhermore, the SIFL multiples are highly arbitrary and bear no 
relation to any reasonable or rationale application of the law. 

We, therefore, request that the final regulations 1) embody the rationale of Vesco 
where the pea ne incurs no additional cost as a result of a nonbusiness passen- 
ger’s flight and 2) include a simpler, fairer method for calculating the amount of 
income an employee will recognize in other situations. 


Ill. CONCLUSION 


In conclusion, we believe that the pro and temporary regulations on taxation 
of fringe benefits filed January 2, 1985, are unfair, unworkable, unrealistic and 
impose an intolerable paperwork burden on large corporations. We, therefore, be- 
lieve that substantial modifications must be made to the regulations before they are 
issued in final form. We request that the final regulations embody our above com- 
ments and that they be practical. For only by being practical can the final regula- 
tions be of value. 

Sincerely, 
H. RicHarp Kxorz, 
Corporate Vice President, Director of Taxes. 


STATEMENT OF DENIS R. ZEGAR, VICE PRESIDENT, GOVERNMENT SERVICES, NATIONAL- 
CAN WHOLESALE GROCERS’ ASSOCIATION 


Mr. Chairman and Members of the Ways and Means Committee: My name is 


Denis R. and I am Vice President for Government Services of the National- 
American olesale Grocers’ Association, commonly referred to as “NAWGA.” I 
very much welcome this opportunity to ify before the Committee concerning ef- 


forts to amend the “contemporaneous record keeping’ requirements for automobiles 
rit business purposes and contained in the Tax Reform Act of 1984 (Public Law 
9 9). 

By way of background, NAWGA is a national non-profit trade association which 
represents nearly 400 independent wholesale grocers and foodservice distributors 
who employ over 250,000 people. These member companies, both large and small, 
supply ry products and provide a wide array of services to retail stores, 
a se & schools, restaurants, and other foodservice establishments ughout the 
Uni tates. 
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Marketing products from over 700 separate distribution centers, NAWGA member 
firms account for nearly $50 billion of the Nation’s grocery product volume and one- 
third of the prey supplies distributed nationally. NAWGA’s foodservice division, 
the International Foodservice Distributors’ Association (IFDA), represents member 
firms that sell annually over $10 billion in food and related products to the institu- 
tional, habs EN iia oie foodservice market. 

The wholesale grocery business is uniquely different from all other businesses op- 
erating at the retail level. Grocery sales are generated primarily through a substan- 
tial “sales representative force.” NAWGA member companies employ management 
and sales personnel who require and use com cars to conduct their business. It 
is fairly typical that a salesperson will drive 30, 50,000 business miles and make 
as many as 3000-4000 business calls annually. NAWGA member companies may 
have a fleet of cars as small as 30 for smaller foodservice operators and as many as 
600 for larger wholesale grocers. In addition to cenpeny automobiles, many member 
companies have need for and make use of light trucks and vans. 

The overall concensus of NAWGA member companies is that the final draft of the 

regulations still goes far boyond the intent of Congress, and creates a 
ightmare of needless paperwork and recordkeeping, and is too complex and vague. 
The proposed regulations make lawful compliance nearly impossible. Since the origi- 
nal regulations were proposed by the Internal Revenue Service, NAWGA has been 
inundated -with calls from our membership asking relief from this massive and ex- 
pensive recordkeeping and paperwork burden that is interfering with normal busi- 
ness operations. 

Even after the final draft of panantes La ana was published, our members 
continue to emphasize that the amend regulations do not go far enough to 
correct this fiasco. NAWGA member companies believe that we should return to our 
former syatem of recordkeeping, which was not. perfect, but did work! Last week, 
NAWGA held its annual Washington Public Affairs Conference where approximate- 
ly 200 food industry executives were in attendance. At that Conference, repeali 

e recordkeeping requirements was a popular topic of discussion and a major con- 


cern. 

In icular, the amended regulations: 

1. do not exclude light duty trucks, most vans, and other utility vehicles consist- 
ent with the legislative hi and intent of Section 179 of the Tax Reform Act. As 
Congress is aware, Section 179 was intended to rectify a perceived abuse whereby 
taxpayers were subsidizing the purchase of “luxury’ cars through the tax code. 
Clearly, few light trucks, vans, or other utility vehicles fall within the meaning or 
understanding of “luxury” cars; | 

2. in the case of fleet vehicles owned or leased by an employer and used by em- 
ployees in connection with the employer’s trade or business, the proposed amended 

regulations are equally burdensome and ignore businesses, with fleets less than 
100. The newly proposed regulations would require that: 

The pei be would identify a class of at least 100 vehicles that are physically 
similar and that are used in a similar fashion, 

In each taxable year, the employer would choose a random sample of the class of 
vehicles using accepted sampling techniques, 

The sample size would perferably be at least 250 vehicles, or one-half the class in 
the case of fleets of less than 500 vehicles, and 

The percentage of hh 2a business use of the vehicles in the sample would apply 
to the class if determined from records of actual use kept for these vehicles. 

The fundamental question that IRS ignores is that most companies do not have 
fleets in excess of 100 cars. Do we ignore these companies? We think not. As one of 
our members stated in a letter to Congress ere this provision, “they talk 
about taking a random sample from a fleet of 100 cars and using the percentage of 
rhb business use from this sample as the percentage applicable to the whole 
fleet. We do not run a 100 car fleet, we run ut 50 and we have followed this 
procedure by developing average percent of business miles for our whole fleet and 
this is the Baia for our deduction for personal use for each employee who has a 
company car. It would seem to me that even though we don’t have 100 cars, our 
procedure should be acceptable to the IRS.” 

We agree? Business is the best judge of what is business related use and what is 


not. 

It is clear that NAWGA member companies wish to comply with the intent and 
the spirit of the law. However, even with the changes in the proposed regulations 
we feel they remain impractical and burdensome and do not provide legitimate 
guidance to yers. We do not object to being taxed for the personal use of busi- 
ness vehicles. However, we strongly object to these unrealistic burdens imposed in 
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order to obtain a legitimate tax deduction. Therefore, NAWGA wholeheartedly com- 
a ee ce ene wee Te sin the House who have 
to legislation that would the “contemporaneous record- 
Looping” requirement of the Tax Reform Act of 1984. NAWGA wil work diligently 
contemporaneous recordkeeping provision is re 
On behalf of our membership, I would like to thank the Committee for allowing 
me to present the views of NAWGA. 


STaTEMENT OF Epwarp O. Ba eboppeatcei NATIONAL ASSOCIATION OF 


My sided e Milne + os le dina edad ace 
Broedcasters CNAB) a trade association represen over 4,500 radio and 800 tel- 
evision stations, including all the major networks and groups. I appreciate the op- 
portunity to submit testimony to this Committee on the 4 issue of the automobile rec- 


cdsnarr gary Sab bade pi prom ted by the Internal Revenue Service under au- 
thority of ion 179 of the Tax Reform Act of 1984. 


enacted Section 179 due to concerns that many taxpayers were taking 
oid i of the favorable tax treatment given automobiles and other property 
sone the eine ade of a business. Congress believed that certain taxpa oe were im- 
propery taming vantage of the investment tax credit and accelera ceprecacn 
or vehicles og t were in fact print Seepage primarily for personal use. Congress 
feared that taxpayers might be deliberately overstating business use through utiliza- 
tion of inexact, after-the-fact recollections to support tax return treatment of auto 
use. Thus, Congress turned to the reduiremient that “adequate contemporaneous 
records” be kept, as set forth in Section 179 
The oy to issue regulations under the statutory section was delegated to 
the Secretary of the Treasury, and, thereby, to the IRS. The recordkeeping and re- 
lated changes made also impact on use of other types of pobivtd ouabawetf oo, 
and travel and entertainment expenses. The estimated revenue Ee wit 
panes c is $150 million in FY 1985, and $233 million in 1986 with ¢ ae ad 
each subsequent year. 
O NAB i is  oonesed to the fair implementation of our nation's tax laws. We believe 
that sg.) pening application of the tax laws is necessary to the ongoing economic via- 
bility of our nation. In the case of Section 179, however, it appears that the Con- 
gress and the IRS have used a regulatory cannon to approach a problem for which 
something significantly less drastic might have been more appropriate. 
The new temporary regulations issued by the IRS on February 15, 1985, are some- 


what of an improvement over the initial IRS regs. The new make useful 
changes in the iahynapeh im which records can be kept, reduce the uency of re- 
quired entries, and mak ion for reconstruction of lost records. Additionally, 


sapien are made whic would reduce the regulatory impact on many of our 
me 

Nonetheless, NAB i that such a substantial and unnecessary regulato 
burden remains as to si to us that the American people will best be served, 
and our revenue system served as well, by the repeal of Section 17%b) and a 
return to the substantiation requirements that existed prior to the 1984 Act. 

it) The peciel eubstahtiation ral for schicles whee only aeahd 

i tiation rule for vehicles whose only nonbusiness use is in 
commuting is not made available if the employee using the vehicle is an officer or 
one percent owner of the employer. This provision will be particularly burdensome 
to small businesses, including small radio stations, which are frequently family op- 
erations in which the staff is largely made up of individuals with an ownership in- 
terest. Thus, while other employees’ commuting use can be allocated a value of $3 a 
day, the smal] business owner-operator, who can least bear the burden, will be 
forced to keep more complex daily records. 

(2) Those seeking to use the exception provided vehicles used for multiple business 
stops are forced to accept a safe harbor treating 30 percent of all use as personal, or 
to maintain records on personal use which are virtually as burdensome in volume 
as those previously aired on business use. The recordkeeping burden remains so 
significant that some business people may choose to accept the inequitable 30 per- 
cent safe harbor cather than resert to the logging necessary to obtain the actual tax 
treatment to which they are entitled. 

(3) The tions may require a complex m of allocation of the business 
and personal use of vehicles operated by more t. one a a For all licensees, 
such regulation makes running a business extremely diffi 
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(4) Finally, for those whose automobile use does not fit into one of the four new 
exceptions, and they will be many, the old logging rules, in only slightly less painful 
form, remain in force. 

We do not doubt that there are those who abuse our tax laws. But in the interest 
of catching the few, Congress and the IRS have imposed an absolutely unacceptable 
burden on the many. The costs imposed on the business community will likely be 
eregel than any revenue gained by the Treasury. We urge the Congress to repeal 

tion 179(b), and then to conduct an empirical study of the actual dimensions of 
the problem, seeking, as well, a useful, less economically destructive way of solving 
any real problems found. 

Additionally, we urge the Congress to redefine the tax treatment of cummuting 
use of a company vehicle undertaken for the convenience of the employer. We do 
not believe that such use should, at least in circumstances faced by broadcasters, be 
treated as income to the employee. Numerous news personnel are required to take 
home company cars, which are equipped with two-way radios and other necessary 
tools of the trade. A news person is never really ‘‘off duty.”’ The vehicle is there, at 
the request of the employer, to enable the employee to do his or her job. Even calcu- 
lating that under the special formula, the income involved is slightly less than $800 
a year, this is perhaps a substantial amount of taxable income for most broadcast 
employees. We believe that this use of the vehicle is essentially for a business pur- 
pose and should be so treated. 

We appreciate the Committee’s consideration of this presentation. 

Thank you very much. 


NATIONAL ASSOCIATION OF COLLEGE & UNIVERSITY BUSINESS OFFICERS, 
: Washington, DC, March 8, 1985. 
Hon. Dan ROSTENKOWSKI, 
Chairman, Committee on Ways and Means, House of Representatives, Longworth 
House Office Building, Washington, DC. 


Dear Mr. CHAIRMAN: On behalf of the National Association of College and Uni- 
versity Business Officers, an association representing over 2,000 sires Ve and univer- 
sities, and the associations listed below, we are writing in support of Congressional 
efforts to repeal Section 179(b) of the Deficit Reduction Act of 1984 (P.L. 98-369) re- 
lating to the new substantiation requirements for deductions attributable to busi- 
ness use of passenger automobiles and certain other property. If Section 17%b) is not 
repealed, we urge Congress to direct the Internal Revenue Service to revise substan- 
tially their temporary and proposed regulations, which are excessively burdensome. 

Colleges and universities, as tax-exempt organizations, do not claim deductions 
from taxes for business automobiles. Therefore, our primary concern is the record- 
keeping requirements imposed by the Service’s regulations on individual taxpayers 
and the corresponding withholding requirements on higher education institutions as 
employers. The modifications of February 20, which allow institutions to forgo rec- 
ordkeeping in certain special situations, are not helpful since meeting the criteria 
for ee situations is often as difficult as keeping the adequate contemporaneous 
records. 

The Service’s temporary and propose regulations impose excessively burdensome 
recordkeeping requirements on the individual taxpayer who uses an employer-pro- 
vided automobile. In order to relieve this burden, we recommend that the individual 
taxpayer have the option to use a daily ‘‘use rate” instead of the daily recordkeep- 
ing requirement for purposes of valuing the benefit in instances where gne car is 
assigned to one person on an exclusive basis. 

Secondly, we recommend that the employer not be required to withhold from an 
individual’s salary or wages unless and until the value of the benefit of using an 
pimplover provided automobile exceeds $1,000. The administrative burden of with- 
holding on amounts less than $1,000 exceeds the value of collecting the tax in ad- 


vance. 

Finally, the law and the corresponding regulations should exempt from compli- 
ance college and university health, fire, and safety personnel who are on 24-hour 
call for campus emergencies and are therefore required to take campus vehicles 
home. 

We ask that this letter be included in the record of the Ways and Means Commit- 
tee hearing of March 5, 1985. I would be happy to respond to any questions you or 
your staff may have concerning our position. 

This letter is sent on behalf of: American Association of Community and Junior 
College, American Association of State Colleges and Universities, American Council 
on Education, Association of American Colleges, Association of American Medical 
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Colleges, National Association of College and University Business Officers, National 
Association of State Universities and Land-Grant Colleges. 
Sincerely, 
Ropert L. Carr, 
Executive Vice President. 





STATEMENT OF THE NATIONAL ASSOCIATION OF Home BuILpERS 


Mr. Chairman and Members of the Committee, The National Association of Home 
Builders (NAHB), a trade association representing over 129,000 members, is pleased 
to submit a statement for the record, concerning the recordkeeping requirements for 
automobiles. 

NAHB is very concerned with the contemporaneous recordkeeping requirements 
of the Deficit Reduction Act of 1984. Those requirements, coupled With the Treasury 
Regulations implementing those requirements, have created an administrative 
burden, which is costly and detracts from productive activity. Therefore, NAHB sup- 
ep legislation introduced by Mesers. Anthony, Jones (of Oklahoma), Jenkins, 
_ crn “lipo, Frenzel, Campbell, and others, which would repeal Section 17%b) of 

e ct. 

In general, the 1984 Act requires taxpayers to substantiate by adequate contempo- 
raneous records any tax credit or deduction with respect to the business use of auto- 
mobiles. No credit or deduction is allowed in the absence of such records. Specifical- 
ly, taxpayers must keep contemporaneous logs recording the date of the trip and the 
mileage driven for business purposes. 

The 1 1984 Act also requires tax return preparers to advise taxpayers of the con- 
temporaneous recordkeeping ar aha and to obtain written confirmation from 
the taxpayer certifying that a. contemporaneous records exist. The return 
preparer is subject to a penalty if he or she does not obtain such written certifica- 
tion. 

Under the law prior to the 1984 Act, taxpayers were required to substantiate any 
deductions for travel expenses by adequate records or other evidence corroborating 
their own statements. These records, which did not have to be contemporaneous, 
were required to show the amount, time, place, and business eon dr of the expense. 

Temporary Treasury Regulations, implementing the recordkeeping requirements, 
were first issued on "Oxtober 15, 1984. In part, these regulations require taxpayers to 
maintain logs or diaries for the purpose of detailing the business use i Gasiof automobiles. 
Specifically, the following information must be logged: 

(1) The name of the user of the vehicle; 

(2) The purpose of the use; 

(3) The date of use of the property; and 

(4) The number of miles and/or the amount of time the property was used. 

What these regulations mean to our industry, and to businesses in general, is an 
inordinate amount of paperwork. Essentially, it means that time that could be going 
into productive activities will have to be channelled into more paperwork. 

While we do not yet have hard data concerning the additional costs that have 
been imposed upon our industry as a result of the auto recordkeeping requirement, 
the following excerpt from a letter we received from a home builder is illustrative of 
the types of problems of which we are aware: 

“Since all pickup trucks are included, we find that we must keep a log record on 
four autos, ye pickups and two vans. We estimate that it will take a beak at 
least one full hour of time se week to record off and on trips for his job. Assuming 
an average man being pai $10.00 per hour (some do receive more), this will mean 
that our costs will rise $140 per week or $606.00 per month (4% weeks in a month) 
which totals $7,272.00 additional costs per year for this extra record keeping.” 

To illustrate the problem, further, assume the case of a builder who has several 
projects underway at one time (or who has several houses under construction within 
one project). Each time the builder gets in an auto to . from one site to another, he 
must log in the use of the auto. In addition, take the case of all the individuals 
allied with the building trades, for example, flooring and lighting contractors, or ar- 
chitects. Each time these people use their autos to go from one site to another, 
which often may be several times a day, they must take the time to log in their 
automobile use. We feel that these people can use their time more valuably in a 
capacity other than as policemen for the I.R.S. 

er situation that concerns us is the case where a builder, for security rea- 
sons, has an employee drive his truck home at night. That employee i is deemed to 
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have commuting income, even though the only reason he took the truck home was 


for a valid security prnee 
Finally, we wonder what purpose all of these automobile logs ultimately will 
serve. If all individuals and businesses were audited, it might make sense to require 
such recordkeeping. However, in a world in which fewer than 5 percent of taxpayers 
are audited in any given year, we wonder how the IRS is going to make use 
this information. it make sense to tell people that they are going to have to 
keep logs, and store these logs for the statutory period of limitations (generally, 
three years), when it is highly unlikely that the I.R.S. will ever make use of that 
D Receren the Treasury and I.R:S. ed that ch 
pparently, the an were concern taxpayers were cheating 
when they deducted expenses connected with the business use of autos. We have not 
seen any hard data concerning the number of tax cheaters, but even assuming it is 
as high as 10 percent, would fee eee the large rity of honest 
taxpayers to catch the smal] minority who cheat? Rather than e cing compli- 
ance, overly burdensome recordkeeping Seaireaicats could cause otherwise houest 


toxpeyers to hy dpe of the m. 
e at NAHB believe our tax system has survived so well over the years primarily 
because it has been grounded on the concept of voluntary, self-assessment. Why 
should we now turn our backs on a system that has stood the test of time? 
On aig ipl 15, 1985, the IRS arte ty a new set of temporary regulations that 
modified, race initial temporary tions that were issued on 
Oacber | 5, 1985, © One o gg sod visions of interest to NAHB concerns vehicles used 
only for business ee Pursuant to the additional ph a regulations, an 
employer may treat 100 percent of an employee's use of an automobile or other road 
vehicle as business use, without satisfying the otherwise applicable requirements for 
substantiation by adequate contemporaneous records, provided that certain condi- 
tions are met. Those conditions are as follows: 
(1) — vehicle owned or leased by the employer is provided to one or more em- 
plore for use in connection with the eupoyet® trade or business; 
) When the vehicle is not being used for such business purposes, it is kept on the 
sr 7 er's business premises; 
nder the employer's policy, no employee may use the vehicle for personal 


, other than de minimis ac rsonal use 
“3 The employer reasonably believes that no employee uses the vehicle, other 
de minimis use, for any personal purpose; and 

ney No employee the vehicle lives at the employer’s business premises. 

It is the second condition that troubles us because, as noted above, an employer 
may ask an employee to drive the vehicle home at night for legitimate security rea- 
sons. For example, the construction site often is not a safe place to store vehicles at 
night, unless pag dl expends substantial amounts for security. 

e IRS is ted for issuing additional temporary regulations be- 
cause, in actie sO, er hasie recognized the extreme burdens im by the initial tem- 
eae rary regulations. However, we do not believe that the additional temporary regu- 

tions have alleviated the problems caused by Section 17%b) of the 19 rosie 

In conclusion, the National Association of Home Builders urges the Co 
act promptly to repeal the contemporaneous recordkeeping requirements of f the 1 1984 
Act. We appreciate the oppo rhopspe to submit our views and applaud the Committee 
on Ways and Means for holding earing on this troublesome issue. 





NATIONAL ASSOCIATION OF PLUMBING-HEATING-COOLING CONTRACTO 
Falls Church, VA, March 4, 5 1985. 


Hon. Dan RosTENKOWSKI 
Chairman, Committee on on "Ways and Means, Longworth Building, House of Represent- 
atives, Washington, DC. 

Dear Mr. Cuairnman: As a member of the Associated Specialty Contractors, the 
National Association of Plumbi Baga -Cooling Contractors y supports the 
statement presented by ASC for oe for the repeal of rec- 
ordkeeping and the pe of ance requirements. Trucks, vans and other vehi- 
str emda eit asral ean or Sh pp dona Di pcr tare urposes. Among those are re- 
quirements tha be used for commune Gy to ma 1) to make the vehicle readily 
available for poids service calls, (2) to provide secure storage, (3) to relieve the 
contractor of providing srege ee space, and (4) te increase productivity. We concur 
that the recordkeeping and the taxation of these uses is ou us and should be 
repealed. On February 8, 1985, we testified to the House S Business Commit- 
tee’s Subcommittee on Tax, Acceas to Equity Capital and Business Opportunities de- 
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scribing our concerns. We understand that that hearing record will be submitted for 
consideration of your committee. 

The National Association of Plumbing-Heating-Cooling Contractors is the oldest 
national association in the construction industry and the largest in all eae 
heating-cooling industry. It has ape 6,500 members. Membership comes 
from every state in the country and is ized through about 300 state and local 
affiliated associations. This industry employs over 400,000 people and has receipts of 
21 billion dollars. 

Enclosed is our position paper on the issue. We ask that this letter and our posi- 
tion pap ee eae be Pee recon oy oe DennnS: 

incerely, 
DENNIS LAVALLEE, CAE, 
Director of Government Affairs. 
Enclosure. 


PosITION PAPER—TAXATION OF VEHICLES 


POSITION 


NAPHCC opposes the outrageous requirement for keeping contemporaneous 
records of the use of trucks, vans, cars, and other company owned vehicles and 


uipment. 
~ Broript action is needed by the Congress to repeal the sections of the Internal 
Revenue Code which impose such unwarranted taxes and recordkeeping. 


BACKGROUND 


Congress passed the Tax Reform Act of 1984 which requires massive recordkeep- 
ing for cars, service trucks and other vehicles to verify tax deductions for business 


use. 

The law also requires taxing employees for commuting use of vehicles even when 
the vehicles are home for the convenience of the employer, such as to be read- 
ily available for emergency calls, for security, etc. Alternatively, the contractor can 
forego a portion of investment tax credit and depreciation. 

These create tremendous undue hardship on employees and em oi pk in requir- 
ing the kee ing of loga, and tabalating reronds for tance on. socal personal use, 
which y is legitimate business use. 


STATEMENT OF Davin L. REAM, CHAIRMAN, GOVERNMENT AFFAIRS COMMITTEE, 
NATIONAL ASSOCIATION OF PROFESSIONAL INSURANCE AGENTS 


The following statement is submitted by the National Association of Professional 

ce Agents (PIA) to the House Committee on Ways and Means. PIA is a na- 

tional trade association representing more than 40,000 independent property and 

ra re insurance agents in all 50 statos, the District of Columbia, Puerto Rico and 
e US. 


Virgin Islands. 

PIA would like to take this Opportunity: to Chank ‘the distinguished Chaitinan and 
Members of the Ways and Means Committee for providing us and other concerned 
citizens with an opportunity to comment on the Treasury Department's revised tem- 
porary and Lab pa tions relating to the recordkeeping requirements for 
automobiles certain other property. 

Chairman Rostenkowski (D- ) correctly stated in announcing this hearing that, 
“considerable controversy has arisen in response to the Treasury Department's pro- 

peguleeons implementing the new recordkeeping requirements for automo- 

iles and other vehicles.” It is, indeed, encouraging that the Committee is respond- 

ing to the rising tide of public protest on this issue and providing an appropriate 

forum for concerned yers to express their opposition. The growing volume of 

Citizen complaints is a clear indication that a very sensitive public nerve has been 
bruised by the Government’s treatment of this issue. 

There are a multitude of taxpayers and smal] businesses that use vehicles and 
other types of property that they own for both commercial and personal purposes 
and they have done so for many years. The use of the same automobile for both 
business and personal activities is probably the most common situation. This is =r 
cially true in terms of the independent insurance agents that are members of P 
Under the prior treatment of Section 274(d) of the Internal Revenue Code (IRC), our 
members could claim business deductions for business-related travel costs involvi 
their automobiles and for other business related expenses involving certain types 
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property. These deductions were legitimate as long as they could be substantiated 
by reasonable records that reconstructed the amount, time, place, and business pur- 
poses of the claimed expenses. This substantiation included weekly records or those 
reconstructed later at a more conventient point in time. They need only adequately 
show a proper business use of the property. 

In the search for a downpayment to provide additional funds to help balance the 
budget, Congress enacted the Deficit Reduction Act of 1984, PL 98-369. Section 179 
of that Act changed the aforementioned reasonable recordkeeping treatment for 
automobile usage and other property that are used for both business and personal 
purposes. This new law requires taxpayers to prepare and maintain detailed con- 
temporaneous records to substantiate any claimed business deductions for use of 
motor vehicles; property for entertainment, recreation or amusement; computers; 
gifts and the business use of other property listed in IRS Regulations that would 
subsequently be prepared. These new recordkeeping/reporting requirements would 
be effective for 1985 and following tax years. 

Section 179 appears to have been one of those unnoticed provisions in a 700+ 
page tax bill that slipped by everyone when the legislation was being considered 
before the Ways and Means and Finance Committees. In any event, it was at that 
point in time an unknown quantity in terms of public perception. 

Then, on October 24, 1984, the Internal Revenue Service (IRS) promulgated tem- 
porary regulations implementing Section 179 in the Federal Register (49 Fed Reg 
42701 (1984)). That document covered limitations placed on business cost recovery 
deductions and investment tax credits for passenger automobiles used in a trade or 
business or used for the production of income. It also contained limitations on de- 
ductions and investment tax credits for the use of certain listed properties and for 
taxpayers who leased “listed property.” The document also contained regulations re- 
lating to substantiation requirements for listed property. 

The current controversy centers around Section 1.274-5T of the temporary regula- 
tions which stated that “. . . no deduction or credit shall be allowed with respect to 
the use of any listed property . . . unless the taxpayer substantiates such use by 
adequate contemporaneous records. .. .” The ‘adequate contemporaneous record” 
requirement could be satisfied only by keeping a log, journal, diary or similar 
record. The taxpayer must make a separate entry in the record form he uses for 
each use of the listed property that specifies the date, name of user, number of 
miles driven in the case of vehicles or the amount of time utilized for other listed 
properties, and the purpose of the use of the property. Such entries into the records 
must be made at or near the time the listed property was actually used for business 
purposes. The details of the temporary regulation’s recordkeeping requirements cov- 
ered 15 pages of fine print. 

As PIA’s membership began to realize the implications of these regulations, along 
with other taxpayers, the adverse response soon developed into a spontaneous grass 
roots lobbyig campaign seeking relief from the Congress. Members of Congress 
began to receive a barrage of angry constituent letters and telephone calls. By any 
objective analysis, these temporary regulations were not well received by those who 
would be affected because they would create an extremely burdensome set of rules 
which would prove very difficult for small business persons to comply with. They set 
forth an unnecessary redtape and paperwork mandate that appears to go far beyond 
any reasonable tax compliance requirements. This paperwork quagmire is a totally 
unreasonable burden upon independent insurance agents that use their automobiles 
for business purposes. 

The public outcry against the Section 179 regulations apparently caused the IRS 
to reflect upon its handiwork and reach the conclusion that something about their 
October 1984 rule promulgation was not well received. Consequently, on February 
20, 1985, the IRS promulgated another set of temporary regulations providing an 
additional nine pages of fine print to revise the previous set of temporary regula- 
tions implementing Section 179. 

In all candor, the February 20, 1985 edition, while somewhat less burdensome to 
independent insurance agents than its October 24, 1984 predecessor is still unaccept- 
able. The latest version would also impose an unwarranted, unnecessary and waste- 
ful paperwork compliance burden on small businesses and their employees. 

After carefully evaluating the situation created by Section 179 and the controver- 
sial IRS regulations that implement this provision, PIA has reached the conclusion 
that the only acceptable solution is the repeal of Section 179 and the withdrawal of 
its implementing regulations. 
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STATEMENT OF THE NATIONAL ASSOCIATION OF REALTORS 


INTRODUCTION 


These comments are presented on behalf of the National Association of Realtors. 
The National Association of Realtors represents more than 670,000 individuals en- 
gaged in all facets of the real estate industry. The type of business we are in—prop- 
erty sales, develo dope appraisal and management—demands extensive business 
use of our automobiles. We, therefore, commend the Chairmen for holding these im- 
portant hearings and for the opportunity to present our views regarding the overly 
burdensome, time-consuming Internal Revenue Service (IRS) regulations which re- 
quire contemporaneous record keeping for automobile business use. 


RECOMMENDATION 


Mr. Chairman, the National Association of Realtors supports intent of the 
Deficit Reduction Act of 1984 to eliminate tax abuse relating to business vehicles. 
We questioned, as did many organizations appearing here today, the appropriate- 
ness of limiting business tax breaks for so-called “luxury” automobiles. However, we 
did not oppose the 50 percent business use threshold which must be met to qualify 
for depreciation under the ACRS rules and the 10 percent investment tax credit. 
Most would agree that these rules, while themselves objectionable, would be suffi- 
cient to limit any excessive automobile tax breaks. This proved not to be the think- 
ing at the time and Congress, without the benefit of holding b hearings, determined in 
conference on the Deficit Reduction Act that new rules to substantiate business use 
were necessary. 

The National Association of Realtors strongly objects to those provisions of the 
Deficit Reduction Act which altered the substantiation requirements for claiming a 
business use automobile tax benefit and provided authority to the Internal Revenue 
Service (IRS) to define, by regulation the new standard—‘“adequate contemporane- 
ous record keeping.” Therefore, we strongly urge that Congress act immediately to 
repeal section 274(d) of the Internal Revenue Code which contains the “adequate 
contemporsnews record keeping” language that is the impetus for these regula- 

ons 

Although the IRS recently has revised its original regulations to provide some = 
ceptions to record keeping for certain taxpayers, the regulations remain compl 
time-consuming, costly and ambiguous. Time is money in real estate, as in all 
ness, and these new record keeping requirements unnecessarily infringe upon 
ductive business time. The National Association of Realtors believes that pon ro 
the adequate contemporaneous record keeping rules will not result in tax cheating. 
In fact, we believe just the opposite. Retention of the contemporaneous record keep- 
ing requirements will encourage tax abuse, further undermine American taxpayer 
moral and result in greater taxpayer con flamioet and non-compliance. 

Repeal of the new rules could allow us to revert to the prior law ‘ ‘reasonable re- 
construction” standard for reporting and claiming automobile business use tax bene- 
fits. This standard is far less onerous than the “adequate contemporaneous” stand- 
ard and is more workable in the everyday business environment. 


IMPACT OF THE REGULATIONS 


On October 24, 1984, the De ent of Treasury and the Internal Revenue Serv- 
ice (IRS) issued proposed and temporary regulations sapere Me areatear ned what 
documentation the taxpayer must be a ph to provide to the in order to be 
able to claim business use of a vehicle. The new regulations stated that a taxpayer 
must maintain a daily log detailing the business use of a vehicle. The following in- 
formation was required by these regulations to be entered into the log at the time of 
use of the vehicle: 

1. The date and the use of the property; 

2. The name of the user of the property; 

3. The number of miles or the amount of time the proporty was used; and 

4, The purpose of the use. 

With increasing frequency, the small businessman is forced to comply with 
well-intended regulations which i m practice result in alien time and energy. This 
IRS regulation proved no exce 

Not surprisingly, these Gone were met with strenuous disapproval. On Feb- 
ruary 21, 1985, the eS revised regulations that provided four exceptions 
to the record keeping es for certain restricted business use. While these modifica- 
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tions are a pe on one hand, on the other hand they only add another layer of 
confusion and uncertainty in day-to-day business life. 

One exception provided in the new regulations appears to apply to certain mem- 
bers of the real estate industry. The exception is clearly not broad enough nor is it 
sufficient for those taxpayers within its narrow boundaries. The exception provides 
that if an employee (or self employed taxpayer) spends “most of the business day”’ 
using a vehicle for business purposes, he need not keep records of his use and may 
treat 70 percent of the vehicle use as business and 30 percent as personal. The regu- 
lations note that this exception will not be available to persons who generally spend 
their day in the office. 

The ‘“‘most of the business day” standard is ambiguous and adds to the complexity 
and difficulty of complying with the new regulations. Does “most of the business 
day” mean more than , almost all, somewhat less than all? The regulations do 
not provide an answer. It is simply unfair to expect business persons to take on 
these added record keeping requirements and try to interpret what the IRS regula- 
tions actually mean. 

A realtor may use his car enough to fulfill the ‘most of the business day” require- 
ment one day but not the next. Even so, when the vehicle is used it is used predomi- 
nately for business purposes. Consider the following: a realtor usually begins his day 
in the office spending anywhere from two to four hours repens Wauasiace checking 
property listings and arranging property tours. He may then use his car to conduct 
up to twelve property showings to clients and a varying number of property inspec- 

tion trips or “cold client calls. The trips may be successive and take the entire busi- 

ness day or they may be at intervals that require the realtor to return to the office 
to make preductive use of his time. With business days varying as much as this it is 
difficult to determine exactly what record keeping is required. 

Confusion is likely to create non-compliance and some over-compliance. At the be- 
ginning of a workday, a realtor may not know if his car use will the “most of 
the business day’’ exception or not. Unsure, he might estimate that he will meet 
this standard and not keep a log. Or, more likely, he might assume he won’t meet 
the exception criteria and keep contemporaneous records in a number of cases when 
eee would fulfill the exception. This overcompliance is an additional cost to the 

tor. 

Proper compliance would be a costly enough burden. A realtor whose day re- 
quired d him to make significant business use of his car, yet still did not meet the 
“mnost of the business day” exception, may have as many as ten to fifteen trips to 
log. This could easily amount to fifteen minutes of unproductive business time each 
day. The cost of this unproductive time to a taxpayer over the course of a year 
would be significant. 

For instance, fifteen minutes of record keeping ¥ od day translates into seventy- 
eight hours of record keeping per . The cost of compliance with these rules to 
our membership is $472 million—all for a revenue savings of $150 million from the 
entire business omy oer cost figures would be reduced by the number of 
taxpayers who definitely know they met the “most of the business day” standard 
allowing 70 percent of total use as business cost. 

A number of realtors which we have surveyed use their cars for business more 
than 70 percent of the time. In order to deduct this additional amount, the realtor 
(if within the “most of the business day” exception) must keep contemporaneous 
records of this personal use of the car. This defeats the purpose of an exception to 
‘the record keeping requirements. The simple solution—repeal the contemporaneous 
record keeping requirements and return to prior law. 


CONCLUSION 


National Association of Realtors ig ooh repeal of the “adequate contemporane- 
ous record” language in the tax code. The IRS regulations issued to administer this 
code section have caused increased cost, ambiguity and complexity in the auto use 
record keeping requirements. These results certainly were not intended by Con- 
gress. The regulations seek to make eee poe its record keepers and tax 
auditors. Americans cannot remain preductive if we must generate paperwork on 
every facet of our activities. 

The regulations promote inefficient use of time, which results in a waste of busi- 
ness resources. Such waste is not justified by an estimated $150 million in additional 
Treasury revenues. Furthermore, these record keeping requirements run contrary 
to the principles that this Administration espouses on less government intrusion in 
the affairs of business. They also contradict of Administration’s position on tax 
reform and tax simplicity. : 
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On behalf of the National Association of Realtors, we respectfully urge the repeal 
of the “adequate contemporaneous record keeping” requirements. 





STATEMENT OF JOHN M. Recror, Dmecror or GOVERNMENT AFFAIRS, THE NATIONAL 
ASSOCIATION OF RetariL Druccists 


Mr. Chairman Rostenkowski, Members of the committee, I am John M. Rector, I 
serve as the Director of Government Affairs of the National Association of Retail 


Druggists. 
The National Association of Retail Druggists (NARD) represents owners of more 
harmacists 


than 30,000 independent pharmacies, where over 75,000 p dispense more 

than 70 percent of the nation’s prescription drugs. T er, they serve 18 million 
persons daily and provide near early 90 percent of the pharmaceutical serv- 
ices. More 60 percent of MG esa ace Garceati ia the Hae Hel 


Care business. 

NARD members are primarily family busineeses. They have roots in America’s 
communities. The nei independent druggist typifies the reliability, stabili- 
A hi adventuresomeness that has made our country great. 

are pleased to a before the Committee to express our strong endorse- 
ment of H.R. 531, H.R. 600, and the numerous other bills which would re Sec- 
tion 179 (b) and (c) of the Tax Reform Act of 1984 (Public Law 98-369). We would 
like to express o OE ce ee eee Chairman, and staff 
for the leadership ¢ that they are providing through this important and timely hear- 


ie in dent community pharmacist of today is simultaneously a health care 

and a small] businessperson. NARD and its members vigorously support 
the American free enterprise eywiem which provides the only meaningful climate 
under which a smal] business can economically survive, have op ity to suc- 
Soe ee 


Pharmacy i is a ey oe profession. In many instances, for public health 
protection, such contro jaan ain at 6 Much erates however, to reduce un- 
necessary government in in our mar. 

Far too frequently, government at all ee agencies and bu- 
reaus of the federal government—seem to ignore, either deli eey eee 
ly, or fail t6 consider adequately, the impact of their plans and programs on busi- 


"The subject to today’s hearing could serve as a prototype of excessive and burden- 
some government intervention. To report to the Committee that our members, be 
they owners, managers, or employees, are outraged by the dedidea barbers that eee, 
ers must maintain detailed excessive contemporaneous reco the business and 
ihre use of automobiles and other vehicles in order to qualify for a paseanapirs er 

uction or credit would be an understatement. They ask: Are these personall 
ea which pose a threat to privacy, part and parcel of an Orwellion 
agen 

Do they realize that the paperwork associated with these requirements involves 
more expense than the value of the tax write-off? 

These are among the more civil inquiries that we have received from our mem- 
bers across the country. 

In the retail pharmacy business, vehicles are used for various purposes: the deliv- 
ery of prescription drugs and other drug preducts; in providing services to nursing 
homes and hospices; in providing durable medical equipment and health supports 
and eee home respiratory and I.V. therapy; and the pick-up and delivery be- 
tween es and between pharmacies and wholesalers 

The hallmark of the independent retail druggist is service and an essential aspect 
of pen service is 24-hour availability for delivery of prescription drugs or other 
service which requires a visit to the patient’s home or health facility. Thus, it is 
absolutely necessary that most employers and employees have access to company ve- 
hicles at all times. 

We believe in ides Me fair share of taxes. We also support atid the effort 
to simplify the and make compliance less costly, especially for smal] busi- 
ness. In effect, the IRS, in an effort to identify a few individuals who stretched the 
law, are punishing the overwhelming majority of taxpayers who are law abiding. 
The real criminal will simply falsify entries or construct false books if they are ever 
required by the IRS to submit business records. 
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In summary, these onerous anti-business record keeping requirements will, in the 
long run, enhance a perception of unfairness towards our tax laws, which over time 
will reduce rather than increase tax compliance. In the spirit of mutual concern re- 
garding the need to simplify tax law and procedures, Congress can clearly demon- 
strate its commitment to such goals by restoring the previous law which required 
business to maintain adequate records or other sufficient evidence to prove business 
use of vehicles. 

On behalf of the Officers, Executive Committee and members of NARD, thank 
you for the opportunity to appear and to participate in the formulation of long over- 
due effort to simplify tax compliance. 


THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS, 
Alexandria, VA, January 25, 1985. 
Hon. Buppy RoEMERr, 
House of Representatives, Cannon House Office Building, Washington, DC. 


DEAR CONGRESSMAN ROEMER: The purpose of this correspondence is to express our 
support for your legislation, H.R. 600, which would repeal certain sections of the 
1984 Tax Reform Act, which requires unnecessary and excessively burdensome de- 
tailed contemporaneous records regarding the business use of vehicles. 

The National Association of Retail Druggists represents owners of 30,000 pharma- 
where 75,000 pharmacists dispense more than 70% of the nation’s prescription 

rugs. 

Once again, our deepest appreciation to you and your colleagues who have sup- 
ported H.R. 600. 

Sincerely, 
CHARLES M. WEsT, 
Executive Vice President. 


THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS, 
Alexandria, VA, January 25, 1985. 
Hon. Beryt ANTHONY, Jr., 
House of Representatives, Longworth House Office Building, Washington, DC. 


DEAR CONGRESSMAN ANTHONY: The purpose of this correspondence is to express 
our support for your legislation, H.R. 531, which would repeal certain sections of the 
1984 Tax Reform Act, which requires unnecessary and excessively burdensome de- 
tailed contemporaneous records regarding the business use of vehicles. 

The National Association of Retail Druggists represents owners of 30,000 pharma- 
os where 75,000 pharmacists dispense more than 70% of the nation’s prescription 

rugs. 

Once again, our deepest appreciation to you and your colleagues who have sup- 
ported H.R. 531. 

Sincerely, 
CHARLES M. WEst, 
Executive Vice President. 


THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTsS, 
Bellevue, NE, January 11, 1985. 


Re. 1384 Tax Reform Act section 179, paragraph B2, B3, and C2. 


Hon Hat Davs, 
House of Representatives, Longworth Office Building, Washington, DC. 


Dear HAt: This regulation places an enormous burden on small businesses such 
. mine and is totally unaceptable. Keeping a log of my deliveries in the car is ridic- 
ulous. 

My Pharmacy delivers precriptions to anyone who requests delivery; however, it 
is primarily the Ill, Elderly and Medicaid recipients who I am asked to serve. I use 
high school students to deliver, which, by the way, gives them a job, but when you 
understand that we make from ten to thirty stops during a single delivery time you 
can imagine what a time consuming operation the logging of all this would mean. 
After all, Delivery from Johnson’s is a free service to the Prescription Customer. 
How much would I have to increase the charge to stay even? 

The delivery car sits in front of my store all the time, so that anyone can see it. | 
use my own car for myself. 

It’s regulations like this that have to be stopped so that the small business com- 
munity can continue to employ more people and serve the Poor, Elderly and Help- 
pine pe let the IRS penalize us because they can’t do their job and catch the 
offenders. 
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Please see that this regulation is rescinded at once. 
Yours very truly, 
Joun A. JOHNSON, P.D., 
Past ? 


[An attachment from the September 19883 NARD Journal has been retained in the 
committee files.] 


SrATEMENT OF THE NATIONAL ASSOCIATION OF ToBACco DisTRiBUTORS 


The National Association of Tobacco Distributors (NATD) represents over 570 
wholesale distributors of candy, tobacco and numerous other products. Through 740 
distribution centers, our members supply approximately 1.5 million retail outlets. 
The NATD members are owners of fleets of vehicles used to ship products, 94.5% of 
which are trucks and 5.5% of which are other types of vehicles such as station- 
wagons. The average NATD member operates approximately 16 vehicles, and about 
60% of these vehicles are under 12,000 average gross weight. 

While the regulations issued by the Treasury Department on Febrary 20, 1985 are 
in improvement over those issued on October 28, 1984; they are still complicated 
and do not provide relief for small businesses. In many cases, the distributor's em- 
ployees may make small deliveries using ‘‘personal automobiles” owned and operat- 
ed by the business. In a record keeping-intensive industry, the last thing we need 
are more detailed, burdensome record keeping requirements. 

Section 1.274-6T(c) of the February 20th regulations states that a vehicle “must be 
kept on the employer's business premises”. Moreover, Section 1.274-6T(d) is not 
available for an employee who is “an officer or a one-percent owner of the employ- 
= and many distributors are full or part owners of their amall businesses. None of 

the regulations help ease the record keeping burden of the small, indpendent busi- 
ness person who is both employer and employee. The a should either force 
the Treasury Department to ease its burdensome record keeping requirements, or 
should repeal the “contemporaneous” language in 26 USC 274(dX4). 





STATEMENT OF DoNALD W. CARLSON ON BEHALF OF THE NATIONAL ASSOCIATION OF 
WHOLESALER-DISTRIBUTORS 


SUMMARY 


The “adequate contemporaneous” recordkeeping requirements for mixed use 
property proposed by the IRS, together with the related valuation regulations, raise 
a host of practical im Sey Dareahin the wees fore ey betes activites tka 
a failure by the IRS to comprehend the realities of eve ees activity. The 
IRS’s newly-modified regulations, while a small step in right direction, substan- 
tially fail to shi the problems associated with contemporaneous recordkeep- 


a, i mir regulatory fy aaa envisioned by the IRS is simply not administrable in a 
practical sense. An objective, common sense examination of that regulatory scheme 
in terms of the overall cost of compliance relative to the amount of revenue, if any, 
to be gained by the government demonstrates that remedial legislation is required. 

A number of problems flaw the IRS approach. For instance, the regulations cover- 
age of vehicles is overbroad. Vans and light duty trucks should not be generally cov- 
ered given their real-world use and the legislative history and intent on Congress in 
passing section 179 of the Tax Reform Act of 1984. 

In addition, the exemptions from the contemporaneous recordkeeping require- 
ments are arbitrary and too-narrowly drawn. Whole segments of affected t rag eis 

unjustifiably recoive little or no relief because, among other the safe 
for “sales/service’” personnel is Feohicles for bax in application and fails to extend to 
the very Finally, NA ers who use their vehicles fo cag purposes the most. 
believes that the administrability of the recordkeeping bere 

Bie: is ‘inextricably tied to the tacoma re of the valuation and re 
withholding regulations and that Congress should deal with the latter at 
time it with the former. Areas in which the IRS may particularly require 5 leg: 
islative guidance include the best methods for valuing the personal use of a vehicle 
(a standard mileage inclusion in our opinion) and, whether all community should be 
a taxable fringe benefit. 
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I. INTRODUCTION 


My name is Donald W. Carlson. I am President of Carlson Systems, a wholeealer- 
distributor of fastening, packaging, and materials ae products which emplo 
approximately 260 people. Carlson Systems is based in Omaha, Nebraska, but has 
branch and servicecenter locations in 15 states west of the Miaipp Rive i River. Bucs 
company’s sales, service, and support personnel use approximately 
and trucks to carry on our business. 

Carlson Systems is a member of the National Association of Wholesale-Distribu- 
tors (NAW) and I am submitting this testimony today along with Nicholas E. Calio, 
N ave Vice President—Government Relations, on behalf of NAW and all of its 
members. 

The National Association of Wholesaler-Distributors is a federation of 118 nation- 
al (list attached) and 50 state and regional trade associations as well as 6,000 indi- 
vidual wholesale-distribution companies. All told, NAW’s membership collectively 
includes some 45,000 companies and 150,000 places of business across the coun 

NAW’s membership i is dominated by small business and is responsible for over 
percent of the $1.4 trillion of merchandise which flows through wholesale channels 

annually. NAW members also employ a comparable percentage, or 3 million, of the 
5 million Americans who work in the wholesale distribution trade. 
According to the most recent available from the Internal Revenue Service, 
rate wholesale distribution had pre-tax profits of $18.6 billion and paid 
$7.3 billion in taxes. Furthermore, the annual study of effective corporate tax rates 
by the Joint Committee on Taxation has consistently shown that the industry pays 
an effective tax rate ey 35 percent. 

Like my company, er NAW member aaa employ executive, manage- 
ment, sales, and service personnel who require and use many company cars to carry 
on their business. In addition, many of the member companies have need for and 
make use of light trucks and vans. Given the size and the nature of wholesale distri- 
bution businesses, the IRS regulations on auto recordkeeping and fringe benefit 
valuation, and the paperwork nightmare they create, have a direct and substantial 
impact on the way NAW members conduct their business. 


Il. GENERAL COMMENTS ABOUT THE REGULATIONS AND A SUGGESTED APPROACH TO 
RESOLVING THE PROBLEMS THEY CREATE 


It is inevitable that bad law will produce bad Imig SEE regulations and, to be 
fair, Congress left the IRS holding the proverbial “bag” in this case. Still, even ac- 
counting for the over-board and ill-considered nature of section 179 of the Tax 
Reform Act of 1984, the pro recordkeeping Di dg ype even as modified by the 
IRS, are at once needlessly ensome, far-reaching, and complex. 

The “adequate contemporaneous” recordkeeping requirements, together with the 
1elated valuation regulations, raise a host of practical impediments to compliance 
for affected taxpayers which bespeak a failure by IRS.to comprehend the ities of 
everyday business activity. In examining—and hopefully resolving—these problems, 
we believe this Committee and the Congress must step back sary take a long, hard, 
common sense look at the situation in terms of the overall costs of compliance rela- 
tive to the amount of revenue, if any to be gained by the government. 

Alas key to resolving this contro eid is that ony aa solution must be administrable 

sense in order to work. erwise, the IRS and Congress are regulating 
= regulation’s sake at great cost to the affected businesses and, perhaps, to the 
government as well as we will discuss below. 

I believe it would be instructive for er members of Congress to personally sit 
_ down and attempt to wade through the and the modified regulations pro- 
mulgated by the IRS. Such an exercise we d provide the perspective necessary to 
understand the frustrations faced by businessmen and women in dealing with these 
rules. An objective examination of the IRS pronouncements demonstrates that both 
compliance and enforcement will be difficult and that the hi hae tohpind fail to provide 
guidance on an array of critical compliance matters. In fact, the regulations raise 
and leave open far more questions than they answer. 


Ill. SOME SPECIFIC PROBLEMS WITH THE RECORDKEEPING REGULATIONS 


A. The regulations coverage of vehicles is overbroad 

The newly-proposed IRS regulations, like those issued in October, 1984, request 
comment on the types of van or trucks that should be excluded from the definition 
of “passenger automobile”’. 
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ight duty trucks, vans, and other utilitarian vehicles should be excluded from 
the ih pr tac consistent with the ri, tpn intent and history of section 179 
of the Tax Reform Act of 1984. Section 179 was intended by Co rectify a 
perceived abuse of the tax eee ccs sabaldising ie carcass of 1 
cars through the tax code. few light trucks, vans or other utility vehicles 
fall within the rubric of ‘ ‘jurary” care, at last ea 'the terme are understood abd 
such vehicles are used within the wholesale distribution industry. 

Failure to exempt such vehicles from the scope of the law imposes an extremely 
onerous, impractical and unnecessary pio phe burden on affected businesses for 
reasons which have nothing to do with the ogic of the law. For instance, many vans 
aa, iy duty trucks bear a company logo and are used for sales and service calls, 

deliveries, and other, similar purposes. Whether or not the vehicles have 
logos, however, they are purchased and used because of characteristics which have 
nothing to do with the abuse section 179 was intended to correct. 

Many of my empl provide a typical industry example; they are assigned com- 
-pany vehicles since need to carry items such as construction staplers and ord 
ers, steel strapping, and air compressors with them to adequately perform their 
sales and service acon Lig cutee — hardly the type that employees want 
to use for social 

Saige Mead pitino seks d be specifically excluded as a matter of course 
from requirements unless they are of a that are clearly in- 
endedt ete rassal ae use. Tt simply ahr makes no sense to include business-oriented vans 
and trucks within the rules generally in order to get at the relatively few taxpayers 
who modify and use such vehicles for personal purposes. 


B. The Hasty from the contemporaneous recordkeeping requirements are arbi- 
too narrowly drawn 


The exemptions from the contemporaneous recordkeeping requirements in the 
Labbe abe its IRS regulations are arbitrary and too narrowly drawn. While the 
IRS’ recent modifications may be viewed as a step in the right direction by some, 

they fail in all substantial respects in NAW's view to resolve the problems assoc 
with the contemporaneous recordkee requirements. Hence, we believe that 

the “contemporaneous” requirement sho d ke be repealed for all taxpayers across-the- 


In saying this, we acknowledge that abuses existed under prior law. Nonetheless, 
it must also be recognized that the vast majority of taxpayers affected by the new 
regulations have been accounting for the use of their company cars in a satisfactory 
manner under current cepa standards. As one NAW member from California 


wrote to his _oupressmen one nators: 

“I am an employer of 28 good people engaged in the sale and distribution of weld- 
ing equipment and industrial aan As such, we own five company cars and also 
compensate five additional eee eona monthly basis for the business use of their 
vehicles. We have never this legitimate business expense and have, as a 
matter of fact, had three IRS audits since I have been at the head of this firm 
aa I am pleased to say not one dollar has resulted on either side due to these 
au 

In short, the new and additional recordkeeping requirements now imposed for the 
use of a company-owned or leased vehicle are unnecesary and overly-harsh for the 
majority of taxpayers and will have a oe impact on their business perform- 
ance and pe productivity. Small businesses like those that comprise the NAW 
remiberihip simply cannot ord these additional oe ee paperwork 
While th if they are to maintain a competitive ve post ion in the marketplace. 

the various exclusions and safe m contemporaneous recordkeep- 
ing recently promulgated by IRS may be hel to narrow constituencies, they have 
little or no impact on whole segments of affected taxpayers including me, my em- 
ployees, most NAW members and their employees, and many other small business- 
men. 

Take the “sales/service” safe harbor, for instance. It permits taxpayers who spend 
most of their day in their car making sales or service calls to keep no records and to 
treat 70 percent of the use of the car as business use and 30 percent as personal use. 
However, the safe harbor is not available to taxpayers who spend a substantial por- 
tion of their day in the office or who divide their time between the office and other 
locations. In practical terms, the safe harbor exemption therefore 


against taxpayers who use their vehicle 70 percent or more of the time for beuineen 
but who are d to paduali office duties. 
It also blatantly tes against the owners and officers of companies like 


mine who, I must si you contrary to the Treasury Department’s apparent opinion, 


321 


take a “hands-on” approach to running the business. At my company, the officers 
and managers from my brother and myself on down are active in sales and market- 
ing and in running the branch locations and service centers. In many cases, for ex- 
anne we will make actual sales calls; in others we will meet with sales personnel 
or the calls. 

The most ludicrous aspect of the safe harbor is that otherwise eligible taxpayers 
who use their vehicle 70 percent or more of the time for business must either keep 
contemporaneous records and, in the case of the employee, impute ‘income’ never 
received or, in the case of the employer, give up ITC and A benefits to which 
they are entitled. 

While the IRS has indicated that it “is considering an alternative method for the 
employer to satisfy its ‘adequate contemporaneous record’ requirement” in lieu of 
the 70 percent/30 percent F safe harbor (by establishing different percentages for 
direct use through representative sampling of company cars), the limitations which 
the Service places on this potentially corrective measure fundamentally flaw it. The 
proposed regulations appear to make the alternative available only to employers 
with large vehicle fleets which contain classes of 100 or more physically similar, 
similarly-used vehicles. Clearly, this alternative offers no relief to the vast numbers 
of s businesses who are so substantially affected by these Bi dae gro 
these are the businesses that can least afford the costs associated with the unrealis- 
tic requirements currently proposed by the IRS. 

In my own company’s case, an analysis of our salesmen’s January logs shows per- 
sonal use ranging from | to 16 percent. Yet, it seems unlikely that we would be able 
to establish an alternative safe harbor since our fleet, while large by relative stand- 
ards in our industry, does not contain classes of vehicles in the numbers envisioned 
by the IRS to validate the sample. 

The limitation is artificial and arbitrary. We question why a sample of a ten vehi- 
cle fleet used by a company would not serve the same purpose as a 100 vehicle fleet 
assuming that the vehicles were physicaly similar and similarly-used. In sum, the 
“relief’’ offered by the new regulations is little relief indeed. 


C. Miscellaneous problems 


There are numerous other significant administrability questions on which the reg- 
ulations provide little or no guidance. To raise just a few, I would ask those who 
con the regulations how we are supposed to deal with circumstances regard- 

ing the frequent transferring of vehicles between individuals and between branch 
iscationa. Is the log supposed to go with the vehicle or with the individual? It would 
seem by implication that two joes really have to be kept. One log must stay with 
each vehicle and one log must be kept b bone. pga who's assigned any sort of 
company vehicle for any period of time 

In like manner, how are we supposed to ideal’ with, switching of personnel between 
vehicles or how about moving a sales ecg from Omaha at some point during the 
year to Minnesota? I can assure you t we do transfer employees frequently and 
we do, of course transfer vehicles frequently. — 

Not only does this complicate the vehicle issue, but it also severe ea complicates 
our ability to properly report taxes to the states as well as the Federal government. 
The state of Minnesota certainly has different tax laws than the state of Nebraska. 
All told, these regulations are an administrative nightmare in practical terms. 


IV. THE RELATED VALUATION AND REPORTING/ WITHHOLDING PROBLEMS 


These questions raised above underscore a point which I personally, and NAW in- 
stitutioually, believe must be made to this Committee—that the administrability of 
the recordkeeping requirements is inextricably tied to the administrability of the 
valuation and reporting/withholding regulations and that this Committee should 
deal with the latter at the same time it deals with the former. Hence, while the 
focus of this hearing is on recordkeeping per se, we would like to briefly examine 
some of the Saluation problems. 

I emphasize at the outset that NAW is not ane that the reporting of income 
and withholding on it are the problem. The prob again, lies in the administra- 
bility of what is being proposed. 

It seems to us that the Congress and the IRS can approach this matter in two 
ways. You can construct a system which seeks arithmetical accuracy and every 
available tax dollar by eon oa to cover every conceivable variation in the 
“actual” value of the benefit. The result of this choice, in our opinion, will be com- 
plexity, little guidance, substantial burdens and cost on business and, in the end, 
precious little in the way of new government revenue. 
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On the other hand, you can construct a system whic re- 
cision for simplicity. In this case, you get a system hich hovet is hopefully ily administreble, 
omnes compliance, and, critically, raises more revenue than it costs in compli 


at this Committee or the IRS fails to uately account for the costs of compli- 
ance, it will be robbing Peter to pay Paul. compliance ad ericte discussed both 
above and below engender significant costs to small and large businesses. While we 
have to pay those costs, they are business expense deductions which lower our tax 
payments. result is an inefficient and uneconomic use of our capital which may 


concomitantly reduce rnment revenue. 
That being said, we believe that reine oka rovide the IRS guidance on the 
valuation of employer-provided automobiles (and fringe benefits). It should be 


made clear, for instance, that employees who secure vehicles in the evening are ful- 
filling employment responsibility. Therefore, they should not be taxed on such activ- 
ity despite the IRS’ ‘ally vegahaa that all commuting in a company vehicle is a taxable 
non-cash fringe ben 

In addition, the fringe benefit rules should be modified to provide an alternative 
standard beyond the annual lease value for valuing the sy Sang use of a vehicle. 
The annual lease value standard will be complex and t to administer in 
many cases, especially when large numbers of vehicles are involved. Hence, a simple 
alternative | is in order. 

The National Association of Wholesaler-Distributors believes that the best method 
for determining the amount sie income to be reported by an empl using a com- 
pany car is a straightforward pees 2 inclusion like the standard 20.5 cents deduc- 
tion currently permitted by IRS as the deduction for business mileage. That the 20.5 
cent benchmark would be the appropriate measure of income inclusion seems unas- 
sailable if it is, in fact, the appropriate measure for deductions permitted for busi- 
ness use of a personally-owned automobile. 

A single standard aillsage rate might result in either undervaluing or overvaluing 
the the benefit of personal use of some cars. Nonetheless, a standard mileage inclusion 

olla pit and preferable to any more sophisticated approach which might 
a advan When the real-world complications from the reporting and 
withholding igi afer of these regulations are confronted, the enormity of the analyti- 
cal work and administrative reporting burden imposed on yers become ap- 
parent. While the standard mileage inclusion does not eliminate all of the attendant 
problearie it does substantially ameliorate them. 


Vv. CONCLUSION 


This issue has already occupied too much of the productive time of the Congress, 
businessmen, and their employees. Rather than create a continuing merry-go-round 
of IRS pronouncements fo mort AB eentnad comment and out , Congress should 
repeal the contemporaneous recordkeeping requirements for taxpayers for the 
business use of automobiles and other property and should also act to lend some 
hana raged to the rules on valuation and reporting of, and withholding on, fringe 

nefits 

I want to thank the members of the Committee Ba ary for the opportunity to 

+ this testimony today on behalf of the National Association of Wholesaler- 
Distri utors. 





NATIONAL CABLE TELEVISION ASSOCIATIO 
Washington, DC, March e 1985. 


Hon. Dan RostENKOWSEI, 
Chairman, Committee on eg and Means, House of Representatives, Longworth 
Building, Washington, DC. 


Dear Mr. CHAIRMAN: The National Cable Television Association, Inc. (NCTA) is 
the principal national trade association representing cable television system opera- 
tors in the United States. Its membors operate more than 2,000 cable systems na- 
tionwide. NCTA’s members will be y affected by the above-referenced revised 
interim income tax tions srorulcated by the Internal Revenue Service (IRS). 
NCTA thus submits written statement for the printed record of the hearing 
which sets forth its views on certain of the revised interim rules. 

NCTA applauds the IRS’s recent amendments to the temporary regulations in sec- 
tions 274 and 280F of the Internal Revenue Code (Code). 50 Fed. Reg. 7,071 (Feb. 20, 
1985), amending regulations published in 49 Fed. Reg. 42,743 (Oct. 24, 1984). The 

new special rules eliminating or reducing the recordkeeping required to satisfy sec- 
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tion 274(dX4) of the Code are a welcome step in the right direction. But while these 
revisions will help to ease the onerous paperwork burdens imposed by the IRS regu- 
lations, they do not go far enough. Specifically, NCTA questions the requirement 
that any use of a commercial vehicle for commuting purposes must involve the as- 
sessment of imputed income. 

Under section 1.274-6T(2Xvii) of the revised temporary is beac imputed 
income must be assessed against rap ge who use business vehicles for commut- 
ing purposes when the use is solely at the employer’s request. NCTA supports adop- 
tion of the regulations’ special rule that eliminates the recordkeeping requirement 
for vehicles used in this manner; and we can agree with the requirement that the 
employer should allow no other personal use of the vehicle by employees (other 
than de minimis personal use). See Sec. 1.274-6T(2). The employer should not in 
every case, however, have to assess income to the employee for each day the vehicle 
is used for commuting. In the cable industry, many companies require certain work- 
ers as a condition of employment to keep company trucks or vans continually avail- 
able for emergency use. But the temporary regulations fail altogether to account for 
instances in which the commercial vehicle, while used for travel to and from an ein- 
ployee's residence, remains on-call, as does the employee, at the employer’s behest. 

e submit that the imputing of income to employees for the use of business vehicles 
in these ci ces is clearly unfair and unwarranted. 

A brief explanation of the nature of the cable industry and the kinds of vehicles 
and activities that are involved here will plainly demonstrate why an exception to 
the imputed income requirement should be granted. A cable television system is a 
facility which delivers electronic entertainment and information to subscribing 
households via coaxial cables strung along public streets and rights-of-way. There 
are more than 6,400 cable systems in the United States which almost 60 mil- 
lion homes with hundreds of thousands of miles of cable and other equipment. 
Nearly 35 million television households presently subscribe to cable on a monthly 
basis; by the end of 1985, the number of subscribers should exceed 40 million. 

While cable in function and by statute is not a public utility, it can be com 
to telephone, electricity and other utility services in the sense that it is provided to 
individual homes, and its customers e and deserve uninterrupted service of 
high technical quality. In order to provide such service, cable operators in the local 
community must keep repair ae ree available on a 24-hour, 7 days a week basis. 
Our industry knows only too well that people are intolerant of power outages and 
technical interference, particularly because, unlike free over-the-air broadcast sig- 
nals, subscribers must pay a monthly fee for cable service. They want their cable 
service to work just like a light switch—when the TV set is turned on, they expect 
automatic service of perfect quality. 

The only manner by which cable operators can maintain the capability to hand] 
emergency repair calls is by requiring certain employees to assume off-hours respon- 
sibility on an on-call, standby basis. Most employees, however, are not given perma- 
nent use of a vehicle for commuting; rather, employees generally are assigned emer- 
gency night duty on a rotating basis. In order to restore service to subscribers as 
quickly as possible, employees typically will be required to take company equipped 
and owned vehicles to their residences, thereby maintaining their availability to 
handle emergency situations that may arise after regular business hours. The re- 
quirement may even be stipulated in employment or union contracts, or mandated 
by the local franchising authority. Most na pote ks cable employees use company 
vehicles for commuting only when assigned such duty, and they are not for 
personal purposes (other than the allowed de minimis use). When not required to 
use these vehicles for commuting, the employee will either use his own car or public 
transportation to travel to and from work, and can thus choose for himself what 
amount he wishes to spend in commuting costs. 

The kinds of vehicles used for this purpose by the cable industry and the activities 
for which they must be made availab le further support an exemption from the im- 
Ce income requirement. First, most, if not all, of these vehicles bear a compan 
ogo and thus are clearly identifiable as commercial, not personal, vehicles. Secon 
they are generally vans and lightweight trucks, not automobiles. And while some of 
these vehicles may be used simply to provide a means of transportation to allow an 
employee to get to the site of an emergency, many others are outfitted with special 
equipment that may be needed for making the necessary repairs. These latter vehi- 
cles may contain equipment for, among other things, restoring power outages, 
climbing to power lines, testing individual subscriber hardware or general system 
plant, and replacing defective parts. It thus should be readily apparent that the 
commercial vehicles for which the cable industry seeks an exception are entirely 
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dissimilar from vehicles that a company may provide for commuting purposes 
purely as a benefit to the employee. 

NCTA submits that there is a clear distinction between a car provided for the 

urpose of commuting at the employer's request, and the required use of a van or 
fight truck that remains on-call, along with the emplcyes: on a 24-hour basis. With- 
out the full-time availability of these vehicles, the cable industry could not bos? 
respond with the immediacy necessary to act on emergency situations as they devel- 
op. Subscribers who lose service in a power failure or experience technical difficulty 
do not want to be told to wait until morning for their television picture to be re- 
stored, nor does the industry desire to disserve their subscribers by operating their 
business in this manner. But the employee who is required to assume standby duty 
in order to maintain full-time cable service should not have to bear a financial 
burden for performing this legitimate and necessary function. To impute income to 
an employee for use of a company car in commuting, without taking into account 
the circumstances surrounding such use, is grossly inequitable. We therefore pro- 
that the IRS eliminate its requirement under section 1.274-6T(2Xvii) that 
income be imputed when a vehicle is required to be used for commuting purposes. If 
it is determined that the requirement should be retained, the regulation at the very 
least should be amended to exempt from the imputation of income those vehicles 
used directly in the business of providing cable television services. 

Asa general matter, NCTA questions whether there is a need for any of the rec- 
ordkeeping requirements of section 274, particularly in light of the substantial 
burden they will impose on legitimate business operations. While we endorse the 
exception from sheviodoepak wis | or business vehicles kept at the employer’s business 
premises and for those vehicles required to be used for commuting, we believe that 
the bookkeeping requirements that have been retained for all other uses of business 
vehicles are also unfair. NCTA submits that repeal of the rule requiring “ uate 
contemporaneous records” to be kept for automobiles and certain other vehicles is 
far preferable to endorsing the kinds of onerous requirements that have emanated 
from the IRS temporary regulations. 

Respectfully submitted, 
JAMES P. MOONEY, 
President and Chief Executive Officer. 


STATEMENT OF THE NATIONAL COUNCIL OF FARMERS COOPERATIVES 


The National Council of Farmers Cooperatives (NCFC) is a nationwide association 
of cooperative businesses which are owned and controlled by farmers. Its member- 
ship includes 107 major marketing and farm supply cooperatives, the 37 banks of 
the cooperative Farm Credit System, and 32 state councils of farm cooperatives. 
Five out of six U.S. farmers are affiliated with one or more cooperatives. The Na- 
tional Council represents about 90 percent of the more than 6,100 local farmer coop- 
eratives in the nation, with a combined membership of nearly 2 million farmers. 

On January 22, 1985 the NCFC Board of Directors adopted a resolution support- 
ing legislation to repeal proposed IRS tions in recordkeeping for farmer and 
company-owned vehicles. The Board of Di rs felt the regulations, as initially 
prope’ by the Internal Revenue Service, were onerous, time consuming, costly and 
inefficient. 

Since the adoption of that resolution the Internal Revenue Service has issued new 
interim proposed tions that purport to provide a “safe harbor” for qualifying 
farmers to consider 70 percent of a automobile’s use and 80 percent of a truck’s use 
as business use. However, the so-called safe harbor provision for farmers is deficient 
in several respects. 

First, it would not include most family farmers. The proposed regulations provide 
that a person receiving 70 percent of his gross income from farming may ry Ape 
the safe. harbor provision. However, only 12 percent or approximately ; of 
America’s 2,086,000 farmers are currently able to meet such a test. This safe harbor 
excludes those farmers hardest hit by the failing agricultural economy—the family 
farmers with sales between $40,000 to $100,000.! 

Second, there are no L Mee protecting persons who mistakenly rely on the 
safe harbor provision and later find they do not qualify. The uncertainties inherent 
in farming, such as fluctuating prices and intemperate weather, make it im ible 
to assure that a farmer who qualifies for the safe harbor one year will be able to do 


1 Economic Research Service, ‘Economic Indicators of the Farming Sector: Income and Bal- 
ance Sheet Statistics.”’ 1983, ECIFS 3-3, September 1984, pp. 80, 89, 90. 
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so the next. A farmer who had mistakenly relied on the safe harbor provision, and 
thus not kept contemporaneous records, would lose his otherwise legitimate vehicle 
business deduction if his farm income happened to fall below 70 percent of his gross. 

Third, farm employees should be exempt from the imputation of commuting 
income. Under the current regulations, farm employees who drive an employer’s ve- 
hicle to and from home will have the commuting value of the vehicle imputed to 
them as a taxable fringe benefit subject to withholding. This commuting rule is un- 
realistic and unmanageable when applied to farm employees and merely adds to 
burdensome recordkeeping already required in farming operations. 

In addition, under the new interim proposed regulations, the provisions for com- 
pany-owned vehicles remain as burdensome and unrealistic as the original proposal. 
NCFC feels the proposed regulations do not go far enough in simplifying the record- 
keeping requirements for other vehicles used for business purposes. In fact, it seems 
ironic that at the same time a myriad of bills to simplify the Tax Code have been 
introduced, the Internal Revenue Service would issue interim regulations to require 
such burdensome and unnecessary documentation. 

Finally, the effective date of any changes in the regulations should not occur until 
the tax year following the year in which the regulations are finalized. Until such 
time, any method of recordkeeping which satisfies the pre-1984 statutory Dee 
ments should be permitted. In the meantime, taxpayers should not be expected to 
comply with unnecessarily burdensome and universally unpopular regulations that 
have not been the subject of full scale public hearings. 

In summary, unless the proposed regulations are significantly amended to remove 
burdensome recordkeeping requirements and provide a reasonable framework for 
compliance, NCFC continues to support legislation seeking their compete repeal. 





NATIONAL EDUCATION ASSOCIATI 
Washington, DC, March 6 1985. 
Hon. Dan RostENKOWSEI 
ae Committee on Ways and Means, House of Representatives, Washington, 


DEAR CHAIRMAN ROSTENKOWSEI: The National Education Association, represent- 
ing 1.7 million education personnel in the nation’s schools and postsecondary insti- 
tutions, supports pending legislation that would repeal Sec. 17%b) of the Tax 
Reform Act of 1984 (Public Law 98-369). It is our belief that this section of the Act 
and subsequent IRS regulations to implement it impose a severe and unwarranted 
burden on the nation’s taxpayers. 

The 1984 Act required, for the first time, that taxpayers maintain ‘‘contemporane- 
ous” records in order to obtain any deduction or credit for the business use of such 
property as automobiles and other means of transportation, property used for enter- 
tainment, recreation and amusement, and computers. In order to comply with the 
requirements of the law, an individual would have to maintain a daily log showing 
the exact time during which such property was in use for business purposes. Expert 
witnesses, including several Members of Congress, have pointed out that this re- 
quirement would yield only $1 billion in new revenue, while the cost of enforcement 
could be as much as $7 billion. Even if these figures represent only an educated 
guess, the additional harassment of taxpayers under Sec. 179%b) would be ludicrously 
counterproductive. 

Further, NEA is concerned that Sec. 179%b) could have the effect of inhibiting or 
discouraging the business use of automobiles and other property by teachers and 
other education personnel, many of whom perform itinerant or ancillary services 
that require the use of motor vehicles or the performance of which is enhanced by 
the use of personal equipment such as computers. Such services are a significant 
part of the effort that educators everywhere are making in order to improve instruc- 
tion and extend educational opportunities to youth and adults who, because of eco- 
nomic disadvantage, handicap, or geographic location are denied full participation 
in the educational process. If the result of federal tax policy is to reduce such serv- 
ices, federal tax policy clearly becomes bad educational policy. 

We urge you to support proposals such as H.R. 750, which would repeal Sec. 17%b) 
as if it had never been enacted and require the Secretary of the Treasury to conduct 
a study of the overstatements of deductions or credits attributable to the use of cars 
or other types of property that have substantial personal use. The study proposed in 


this bill would also consider methods of reducing these overstatements that would 
be less burdensome than requiring that contemporaneous records be kept. 


Sincerely, 
Lanpa Tarr-WHELAN, 
Director of Government Relations. 


SraTEMENT oF CuaRizes F. Harwoop, Presipent, NATIONAL Foop Baoxrrs 
ASSOCIATION 


the record-keeping requirements for automobiles. 
NFBA is com of approximately 2,500 food broker companies operating offices 
nationwide. NFBA members serve as sales sof a detecemers proceasors 


The success and growth of food brokers in the United States is the direct result of 
being able to sell more merchandise at less cost. 

Food brokers are large users of automobiles in the selling and service of their ac- 
counts. A major broker may own or lease hundreds of automobiles for business use. 
Broker Fe nai be travel extensively by automobile throughout their market areas, 
selling the esl silat products they represent, as well as servicing and merchandising food and 


grocery 
The expense of acquiring, maintaining, and operating automobiles is a major 
item. The difference between profit and loes frequently depends on the ability of the 
broker to reduce his automobile expense. Increases in automobile expense, such as 
for tax purposes, especially when the added expense is unnecessary 
and un uctive, causes harm not only to food brokers, but to the general econo- 
my, as well as increasing inflationary pressures. 


PUBLIC REACTION TO RECORDEKEEPING REGULATIONS 


Few proposed tax pacar have generated more opposition and controversy 
than have the January 25, 1985 and subsequent Internal Revenue Service’ an- 
nounced requirements with respect to “adequate contemporaneous 
for use of automobiles and other Sr bribigsaies NFBA received numerous communi- 
cations from members protesting tha eo: pore ernment recordkeeping requirements 
are excessively and unnecessarily costly, urdensome, and unfair. Small brokers 
were especially strong in their complaints, stating they cannot cope with the added 
expense and complexities of complying with the new regulations. Many food brokers 
regard the new regulations as the single most burdensome government recordkeep- 
ing rare uirement they have ever had to contend with. 

protests have come from business executives in many other lines of com- 
merce, as from farmers. These complaints were received by the Members of Con- 
gress in such large numbers that this issue has now become a major tax controver- 
sy. Over 240 Members of Congress have called for repeal of the law authorizing the 
uirements. 
response to such overwhelming criticism, the Treasury De ent recently 
modified its requirements issuing revised temporary and pro regulations. ie 
purpose of these revisions was to reduce the burden on taxpayers in kee 
pea eh records for the use of automobiles and and other road vehicles. NPBS hee has 


i 


considered the modified tions as agi apply to the food broker busi- 
senha y of the revisions intended to make the recordk sf requirements less 
onerous and costly for business, have failed to produce this desired result. Later in 


this statement, I will explain the basis for this conclusion. 

The adverse impact of these recordkeeping requirements on the country is a 
matter oalty affecta rtance. It is estimated that well over 30 million vehicles are 
substanti aff . One out of every 3 automobiles sold is for business use, and 
there ‘are over 10 million automobiles sold in fleets of 4 or more. It is not an exag- 
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geration to state that complying with the automobile recordkeeping requirements 
recently imposed by the Treasury Department will cost taxpayers hundreds of mil- 
lions of dollars more than is collected in increased tax revenues. This means no one 
benefits from these regulations. Both taxpayers and the government lose; the entire 
nation loses. A tax regulation under which neither the government nor the taxpay- 
er gain has no justification for existence. It is one of the chief reasons why most 
people today favor tax simplification. 


MODIFIED REGULATIONS—NO HELP TO FOOD BROKERS 


Recently, in response to a large number of taxpayer complaints, the Internal Rev- 
enue Service amended its automobile recordkeeping requirements in what was pur- 
ported to be an effort to make them workable and realistic. Unhappily, examination 
of the amended requirements show they do not measure up to this purpose. For food 
brokers, i ly small firms, the amended recordkeeping regulations offer very 
little relief from the costly burden of compliance. 

For example, the amended regulations contain a special rule valuing the use of an 
employer-provided automobile to an employee for commuting at $3.00 per day. How- 
ever, a broker cannot use this special rule with respect to any employee who is an 
officer of the comany, or who owns more than 1% of the value of the business. 

The one percent (1%) owner limitation is very harsh on small business, closely- 
held concerns, and companies not publicly owned. Most broker firms fall within this 


category. 

The (;_— of the $3.00 per day commuting value exception to the automobile 
record requirement regulation imposed a condition on its use which substantially 
forecloses its use by the vast majority of food broker concerns and by small business 
generally. Many small companies provide stock purchase plans for their employees 
as an incentive to retain their services and to preserve their business continuity. 
Large corporations with publicly held stock widely dispersed not offering an employ- 
ee stock ownership plan will not be so adversely affected by the one percent owner 
requirement prescribed in the tion. But the same conclusion cannot be stated 
with to smal] business. The regulations appear to have an inherent bias 
against small business. 

This discrimination is particularly unfortuante because small concerns’ limited 
resources constrain their ability to satisfy the recordkeeping requirements. Adding 
compan barriers in the regulation which impinge on small business lacks justifi- 
cation. 

Many other provisions of the modified regulations have a minor and inconsequen- 
tial effect alleviating the ee oe imposed on food brokers. Included in 
this category are allowing: log entries on odometer readings; use of data from 
trip sheets and expense reports; omitting the name of the driver of the automobile 
for each use when one person ly uses the vehicle, and a one log entry for 
uninterru use of the automobile. 

These c in the regulations, while intended to provide substantive relief for 
the taxpayer burdened by the recordkeeping requirements, fall far short of attain- 
ne Sen ificant progress toward that ; 

e regulation continues to provide that the “adequate contemporaneous record” 
requirement be satisfied by keeping a log, journal, diary, or similar record for each 
use of the automobile and that each entry must contain the date of the user of the 
automobile, the name of the user, the number of miles traveled, and the purpose of 
the use of the property. Unless the taxpayer can quality for an exception to these 
requirements (which most food brokers will not find possible), there is no escape 
from the costly burden the regulations imposed. 


REPEAL DESIRABLE REMEDY 


Prior to passage of Section 179 of the Deficit Reduction Act of 1984, a taxpayer 
was required to substantiate a claimed tax credit or deduction connected with the 
use of an automobile for a business purpose. This substantiation had to be provided 
by adequate taxpayer records and other evidence showing place, miles driven, ex- 

nses, business purpose, date and user of the automobile. The taxpayer had the 
burden of fully justifying any tax credit or deduction he claimed. A clear distinction 
was made between deductible business expenses and non-deductible personal ex- 

nses. Without adequate records to substantiate any claimed tax credit and tax de- 
fluction, the taxpayer was not entitled to the credit or deduction. 

This principle was just as well established before the Deficit Reduction Act was 
passed as it is now r the Act has been passed. All the new law and its burden- 
some requirements accomplish is adding to the broker’s record keeping problems 
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costs associated with the required paperwork. Food brokers with legitimate tax 
ree ee a ee automobiles for business 
N 


EE 


face substantial increases in the cost of record keeping to substantiate their claims 
tions. ing beneficial either to the taxpayers or to 
the government has been accomplished. that has resulted is a waste of time, 


revised regulations are an attempt to answer these criticisms of the new law. 
They fail to do so. They fail least much needed relief for food brokers from 
propaga d record peerany Food brokers are honest, law abiding business persons 
who find the new automobile record-keeping requirements not only complex and 
cumbersome but unnecessary and a waste of resources, both by the government and 
by the taxpayers. As I have said earlier in this statement, and now repeat because 
of its importance, no one gains under these new regulations. 

Small business, which makes up most of food broker concerns, is a major victim of 
these regulations. They can least affort the increased cost of the added record keep- 
ing. 

A conservative estimate of $950.00 a year for an estimated 3,500 food brokers in 
preparing and maintaining automobile use records required by the regulations indi- 
cates a cost of approximately $3,325,000 per year for this segment of the business 
community. on the nation’s 14 million small businesses, the estimated cost of 
complying with the new record-keeping uirements for business use of automo- 
biles and other property would easily ex $10 billion. This is far too much to pay 
for little or no benefit in return. 

For these reasons, Mr. Chairman, NFBA urges the Committee on Ways and 
Means to report out a bill for repeal of Section 179 of the Tax Reform Act of 1984 
amending Section 274(d) of the Internal Revenue Code in so far as it relates to use 
of a nger automobile and other property utilized for transportation. We believe 
the facts show this recommended change in the law benefits the public interest by 
increasing economic productivity and by adding to tax revenues to reduce the na- 
tional deficit. 

We thank the Members of the Committee for the opportunity to present this 
statement. 





STATEMENT OF T. PETER RUANE, PRESIDENT, NATIONAL Movinc & STORAGE 
ASSOCIATION AND NATIONAL INSTITUTE OF CERTIFIED MoOvING CONSULTANTS 


BACKGROUND 


The National Moving and Storage Association is a non-profit trade association or- 
ganized and existing under the General Not-for-Profit Corporation Act of the State 
of Ma op Its offices are located at 124 South Royal Street, Alexandria, VA 22314. 

NMSA has been in existence since 1920. It is the oldest national trade association 
in the household goods moving and storage industry. The Association’s membership 
is comprised of over 1,300 | and international movers, agents and warehousemen 
located throughout the United States and 63 other countries. 

The NICMC is a ten-year old non-profit educational association comprised of over 
1,000 sales and marketing personnel and companies in the moving industry. The 
purpose of the Institute is to improve the quality of service to the consumer by up- 
grading the professional abilities of sales people through self-study, continuing edu- 
cation, and a non-partisan certification program. 

The majority of members in both NMSA and the Institute are small businesses 
and independent entrepreneurs. Approximately 80 percent of NMSA’s members can 
earn $1,500,000 or less per annum. Nearly half of the membership’s (about 43%) 
annual revenues approximate $500,000. It should be noted that most moving compa- 
nies are family-owned businesses, with less than 20 permanent employees. 

In preparing its comments for this hearing, NMSA and NICMC have had the ben- 
efit of feedback from recent membership mailings, an Executive Committee meetin 
and the results of the January, 1985 Small Business islative Council’s Annu 
Issues and Policy Conference. Therefore our comments reflect the current feelings of 
our members in communities across the nation. 


IMPACT OF REGULATIONS ON MOVING INDUSTRY 


As a service industry relying nea on motor vehicles, our membership is deeply 
concerned about the imposition of additional paperwork requirements represente 
by the proposed Internal Revenue Service (IRS) * vehicle recordkeeping rules. This is 
eenecially ironic in light of other government efforts and legislation aimed at reduc- 
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| paperwork burdens on our industry (i.e. Motor Carrier Act of 1980 and House- 
hold Goods rtation Act of 1980). 


The pro vehicle recordkeeping rules, even with recent modifications, 
pose a tial paperwork burden on our small business members. Further 
action will be n to resolve this problem. 


ecessary 

The Tax Reform Act of 1984 created special rules for retaining the tax benefits of 
company vehicle ownership. The heart of these rules is the requirement that the 
business or personal use of a company vehicle be comtemporaneously compiled-list- 
nee user, date, place of use, time, Meta ce and purpose of the trip. 

recently announced Treasury Department modifications of the IRS rules are 
a step in the right direction, in that they will help to reduce the paperwork burden 
for some portion of our businesses. For example, we support the modification which 
enables taxpayers to satisfy the contemporaneous record a Sopris single en- 
tries for periods of uninterru business use. This modification will permit a 
household goods salesperson who is engaged in an overnight sales trip to make a 
single entry for an entire trip. The modification also sr pe recordkeeping for 
those who spend most of a normal day using a vehicle, such as the sales people the 
NICMC represents. 

However, other than for sales personnel, these modifications do not appear to 
reduce the paperwork burden. 

Speci ly we are concerned with the definition of “other listed property” includ- 
ing ‘‘means of transportation,” and its applicability to the moving industry. 

The moving and storage industry typically utilizes (in addition to passenger auto- 
mobiles) vans, pickup trucks, packing trucks, straight vans and tractor trailers in 
the everyday performance of moving service for the public. We urge that these vehi- 
cles be exempted from the definition. The imposition of the recordkeeping regula- 
tions on these commercial vehicles, is pase agramset de will not produce results intended 
by the Tax Reform Act and is pepe worn burden that will adversely impact the 
small business segment of our industry. 


SUGGESTED ACTION 


Both NMSA and NICMC believe that the recent IRS modifications to the subject 
rules do not adequately resolve the problem created by the proposals. We believe 
that the contemporaneous recordkeeping requirements are unnecessary, inefficient 
and counterproductive. Hence, nothing short of outright repeal will be sufficient to 
resolve the practical problems created by the rules in the “real world”. 

addition, the modifications announced by the IRS would keep intact the auto- 
matic penalties for tax preparers and taxpayers provided in section 17%c). Automat- 
ic penalties are patently unfair for failure to comply with such complex rules. The 
law should, at a minimum, provide a grace period before penalties are applied. 

In sum, legislation is ired to cure the defects of sections 17%b) and (c) of the 
Tax Reform Act of 1984. The modifications proposed by the IRS simply will not re- 
solve the problem in the minds of our members. 

We appreciate your consideration of these views and look forward to your support. 





STATEMENT OF Dan HALL, EXecutTIvE Director, NATIONAL Potato CouNCIL 


The National Potato Council (NPC) vigorously opposes the United States Treas- 
ury’s attempt to require ‘contemporaneous recordkeeping” for trucks, vans, pickups 
and other vehicles. 

For the record, the National Potato Council is a national, nonprofit trade associa- 
tion representing all U.S. potato growers in legislative and regulatory issues. The 
National Potato Council consists of members from 37 potato-producing states and 

r represents the views of almost 12,000 U.S. potato growers or potato-produc- 


ing firms. 
At the NPC annual meeting in January 1985, the following resolution was 


adopted. 

Wroroas, Section 274 of the Internal Revenue Code, effective January 1, 1985, re- © 
quires extensive recordkeeping in the form of a logbook for each vehicle that depre- 
ciation or investment credit is claimed; and 

Whereas, this log is to bo kept on a daily basis including starting mileage, destina- 
tion, of trip, ending mileage and other information to confirm the business 
nature of each individual trip; and 

Whereas, those engaged in farming will be required to mad the above-mentioned 
logbooks on all pickups or other vehicles under 6,000 lbs. GVW; and 
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Whereas, the number of trips made daily and varied personnel using the vehicles 
make this requirement not only difficult, but also impossible to comply with accu- 
ratel spate ecg ez rN pi aaa 

rightful business expense; 


National Potato Council lends its support to legislative efforts that would 
return the regulations to their status to January 1, 1985. Since we do not be- 


Se ee ee ee obs leseaamgiaigk Mitre erect 
oS rae er weed eee We cee acd A 
been introduced in the Congress that mould sccomplish the goal of returning the 


regulations to their prior 

‘oucltisioas the Natisasl Potsts/Cotindl wcaaely the Congress to act 
quickly on this matior of great importance to the potato industry, other commodity 
and farm organizations, and small country. 





STATEMENT OF RONALD A. Sarasin, Director, GOVERNMENT RELATIONS, NATIONAL 
RESTAURANT ASSOCIATION 


The National Restaurant Association is the leading trade association for the food- 
service industry. Foodservice industry sales currently represent nearly 5% of GNP, 
with 1984 sales totalling $162 billion. NRA’s 10,000 members represent more than 
100,000 foodservice outlets, who are engaged in a variety of businesses associated 
with the consumption of food away from home. They operate fast food outlets, cafe- 
aisha full-service restaurants, and provide foodservice for various institutions, such 

pa eon universities and clita cake clubs. 
the enactment of Section 531 of the Tax Reform Act of 1984, the Congress 
terminated the Aiicdo-ponghin imposed inoratorium on the taxation of fringe benefits. 
Certain fringe ben foal palace ders er in tg le ot 
nue Code. In addition, eo ward are now required to make appropriate withhold- 
ings on the value of fringe benefits received by employees. 

One fringe benefit in particular—the employee’s personal use of an employer-pro- 
vided automobile—has raised many questions for both employers and employees. 
Recordkeeping requirements for employers and spa har which surpass anything 
ever ever enacied , became effective on January 1, 1985. This massive, expensive 

recordkeeping applies not only to automobiles, but also to trucks, vans, planes, and 
computers. regulations require a log to be kept for the use of these items. Every 
entry in the log must include the time, date, purpose, user’s name, place of use and 
mileage, or length of time used. Without constantly kept records, an employer will 
lose his deduction and part or all of the value of using the property will be taxed to 
the employees. This provision creates costly and unnecessary recordkeeping and 
compliance costs for business of all sizes. 

The National Restaurant Association surveyed its members in 1984 and found 
that 47.8% of the respondent companies provided vehicles to employees for business 
use. Not only is this peer eonene provision interfering with normal business op- 
erations, but the new and constantly changing regulations from the Internal Reve- 
nue Service have confused and ered these business operators. Our members do 


not object to fair taxation, but do object to excessive and unnecessary recordkeeping 
uirements. 

recent liberalization of the tions, published February 20, 1985, does not 

reach to the heart of the problem. The real problem is that restaurant businesses 


are, like many businesses, perburdened with government paperwork requirements. 
The Natio Restaurant Association thanks this Committee for reviewing this 
problem in a timely fashion, and respectfully urges prompt action on one of the 
many bills introduced to repeal this onerous legislation. We support H.R. 531 by 
Honorable Beryl Anthony, and stand in favor of its approval by this Committee and 
passage by the full House of Representatives. 
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STATEMENT OF THE NATIONAL RETAIL MERCHANTS ASSOCIATION 


The National Retail Merchants Association (or ‘“_NRMA”) is the nation’s largest 
trade association for the general merchandise retail industry. Its members operate 
approximately 40,000 leading department, chain, independent and specialty stores 
in the United States. Annual sales of NRMA members exceed $150 billion and 
member firms employ more than 3 million workers. Accordingly, changes in the tax 
law which affect the day-to-day operations of U.S. businesses and the employer-em- 
ployee relationship are of major consequence to NRMA. 

The Tax Reform Act of 1984 (and the regulations which have been promulgated 
pursuant to that legislation) contains two changes from prior law regarding use of 
company owned automobiles: (1) a new contemporaneous record-keeping require- 
ment to substantiate tax benefits claimed by businesses with respect to company ve- 
hicles and (2) a new withholding requirement. Several sets of recently issued regula- 
tions carry out the mandate of these new rules by dramatically increasing the 
record-keeping and withholding tax compliance burdens that are imposed on em- 
ployers. The NRMA believes that these new requirements are so unnecessarily bur- 
densome that they should be repealed. 


1. BACKGROUND 


Prior to the Tax Reform Act of 1984, the tax law permitted a taxpayer to substan- 
tiate business use of a company vehicle with “adequate records or by sufficient evi- 
dence corroborating his own statement.” Generally, taxpayers were dealt with on a 
case-by-case basis in what was treated as, essentially, an audit issue. the national 
treasury was protected by the discretion of revenue agents to examine and pass on 
the poeaaey of each taxpayer’s records. 

With the Tax Reform Act of 1984, Congress replaced the ‘‘fact and circumstances” 
substantiation requirement with a new “adequate contemporaneous records’ re- 
quirement. This seemingly small change, which took literally just a few words to 
enact, has not been so simple to implement. 

To date, the IRS has issued three sets of regulations, comprising some 50 pages, 
which affect the tax treatment of company vehicles by employees. Because of cross 
references, defined terms and amendments, the sets must be read together to fully 
understand their use and application. It has become increasingly apparent that the 
brevity of the statutory enactment cannot be duplicated on implementation. 


2. PROBLEMS PRESENTED BY THE NEW RULES 


NRMA has identified a number of problems presented by the new rules. These 
problems are discussed below. 


A. Recordkeeping burden 


Under the new rules, no deductions or credits with respect to vehicles are allowed 
for tax purposes unless substantiated by “adequate contemporaneous records.” To 
satisfy this requirement, a log, diary or journal must be maintained with respect to 
each vehicle and a separate entry must be made at or near the time of each use of 
the vehicle. The entry should include the date, name of user, number of miles and 
purpose of the use. For vehicles owned by the business and used by an employee, 
the business may use and rely upon recurde kept by the employee. 

The cost of putting the n recordkeeping system into operation will be ex- 
traordinarily burdensome. It will be necessary for the business to obtain log books 
which would have to be the proper format to record the information required to be 

rovided by the user of the vehicle. These log books would be distinct from other 

usiness records which are kept. Prior to the new rules, it has generally been possi- 
ble for business to satisfy the tax law substantiation requirements with records that 
the business would maintain in any event. A good example is the credit card slips 
which are used to substantiate business travel on airplanes. The new rules depart 
from this past practice by obligating the business to amass and maintain a libra 
of information that the business does not otherwise need. Thus, new rules will 
create a costly recordkeeping and record-maintenance burden for businesses (and 
may also increase the burden on examining agents). 

Beyond the out-of-pocket costs, the new rules interject a great deal of inconven- 
ience in normal business travel. The effect of the rules is to force every employee to 
become a bookkeeper. In the past, the tax system has in general functioned effi- 
ciently because the recordkeeping requirements of the system have been transferred 
to individuals specially trained and prepared to handle recordkeeping. The new 
rules effectively mandate that people who earn their living through salesmanship, 
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manual labor or supervising must become bookkeepers. Many individuals will 
SPAY Dee De sees tO acuuet tothe amount of paperwork: required cf them. by, te 
new rules. 

Some businesses will deal with the new rules by iri oy ee nee 
their own cars for use in their work. In that way, businesses not have to ac- 
count for the business or non-business use of automobiles—the problem will be 
transferred to the employees. Not only will this impair the employability of certain 
employees, but it will also create substantial administrative inconveniences for the 
Internal Revenue Service itself. Where the automobiles are owned by the business, 
the Internal Revenue Service can monitor the abuse of non-business use of automo- 
biles through an audit of the business whose employees have been using the auto- 
mobiles for personal use. If the new rules encourages business to require employees 
to use their own cars, the Internal Revenue Service will be forced to audit each indi- 
vidual employee to track non-business use of automobiles. 


B. Negative impact on employee relations 

The withholding and fringe benefits regulations have been amended to encompass 
the new contemporaneous substantiation requirement. These changes will require 
businesses to increase the withholding taxes of well-meaning employees whose auto- 
mobile use records, while satisfying the facts and circumstances test of prior law, do 
not meet the stringent contemporaneous requirement of the new rules. Further- 
more, even in cases where the substantiation is adequate, the employee may, none- 
theless, be forced to recognize income under the fringe benefit rules (with concomi- 
tant withholding by the np re”) in instances that, as a matter of fairness and 
logic, should be tax neutral. For exemple: it appears that if an employee of a retail- 
er were to drive a company vehicle home so that he could be prepared to make 
early morning deliveries the next day without first traveling to the employer's 
premises, the tions would treat that drive home as personal use that could 
subject the employee to taxation; this will be perceived as unfair where the sole 
motive for driving the vehicle home is to accommodate business needs. As a result, 
the effect of the new rules will be to create unproductive conflicts between the busi- 
ness and its Srapeyeee: po aeeaheigiy the creation of a cooperative business atmos- 
phere. The complications of withholding will further increase the tendency of busi- 
nesses to ig ae employees to furnish their own automobiles creating the undesir- 
able results di Gaced above. 


C. Implementation problems for businesses 


The new rules would be burdensome for both large and small businesses that do 
not have hs eae rgiate baer ree for emer the record-keeping rules. nape 
nesses not currently ing the manpower an sipervisory stall wecesiary tc - 
minister these comple rules would be forced to implement such administrative 
structures, thereby incurring additional operating costs which must inevitably be 
passed along to the consumer. Moreover, beyond the problem of cost, the proposed 
regulations are long and complex. The numerous cross-references and defined terms 
and the existence of multiple sets make understanding the regulations an extremely 
difficult task. To illustrate, the proposed regulations provide that “a i may 
satisfy the ‘adequate contemporaneous record’ requirement of Section 274(d\4) and 
§ 1.274-5T(a) in the manner prescribed in ph (dX8) of this section with re- 

to the use of a ‘road vehicle’ (as defined in paragraph (gX1) of this section) 
uring a period of time if for that period the requirements of paragraph (dX2) of this 
section are satisfied.” [Paragraph (dX2) lists seven requirements, including] “the em- 
ployee required to use the road vehicle for commuting is not an officer or a one- 
percent owner of the employer.” [The regulations explain that] ‘for purposes of de- 
termining who is a one-percent owner, any individual who owns (or is considerod as 
owning) more than one percent of the fair market value of an entity (the “owned 
entity’) is considered a one-percent owner of all entities which would be aggregated 
with the owned entity under the rules of section 414(b), (c) or (m).” 

Thus, the oe and highly technical nature of the regulations make it ex- 
tremely difficult for businesses to navigate through such a morass without incurring 
additional expenses for outside expertise. 

D. Continuing inequities 

Despite the length and en aggre of the regulations, some horizontal inequities 
are still apparent. For example, assume both A and B work for Company X and are 

rovided with similar company vehicles which have an Annual Value of 
83 000. A drives 20,000 business miles while B drives only 10,000 business miles. 
Each also drives 5,000 non-business miles. In A’s case the ratio of personal miles to 
total miles is 20%. In B’s case, the ratio is 33%. Thus, despite the fact that each has 
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had the same non-business benefit from the vehicle (i.e., 5,000 personal miles), under 
the regulations, the value of the benefit received by A would equal $600 (20% of 
$3,000) while the value of the benefit received by B would equal $1,000 (83% of 
$3,000). As a result, B’s withholding taxes in respect of this non-cash income would 
substantially exceed A’s withholding taxes in respect of the same item. 


8. CONCLUSION 


In attempting to clarify the tax treatment of the use of company vehicles by em- 
ployees, Congress a simple change in the statute. Despite the best efforts of 
the IRS to implement the new provisions, however, the length and complexity of the 
regulations demonstrate that clarity has not been achieved. Instead, additional 
record-keeping and withholding burdens have been placed on both employers and 
employees. Furthermore, inequities remain. 

or these reasons, NRMA urges the repeal of the recently enacted amendment to 
the substantiation requirement. The adequacy of substantiation of use of company 
vehicles by ny would then be an audit matter, to be determined on a case- 
by-case basis in sound discretion of the auditing revenue agent. Adopting this 
course of action would eliminate what NRMA believes to be excessive burdens on 
business without jeopardizing taxpayer compliance or effective tax administration. 





STATEMENT OF WALLACE F.. TILLMAN, SENIOR REGULATORY COUNSEL, NATIONAL 
RuRat ELecrric COOPERATIVE ASSOCIATION 


My name is Wallace F. Tillman. I am Senior Regulatory Counsel for the National 
Rural Electric Cooperative Association (NRECA), the national service organization 
of nearly 1,000 not-for-profit rural electric systems serving consumer owners in 46 
states. sharp hha Aeatary cooperatively-owned electric utilities covering most of 
the land mass of the United States are located in about 2,600 of the nation’s 3,100 
counties. They own and operate about 44% of the miles of distribution line, but 
serve less than 10% of the nation’s population and have an average of fewer than 5 
consumers per mile. The typical electric system has 1,870 miles of line and 
7,400 consumers in portions of three counties. 

Let me first express my appreciation and that of our member systems for the on 
portunity of providing a statement ing Treasury's proposals which will ad- 
versely impact both the consumer owners of A’s member systems and the em- 
ployees of these systems. As you, Mr. Chairman, and the members of this committee 
are more than aware due to the number of bills that have been introduced on this 
subject in response to a general outpouring of criticism, the Treasury proposal will 
adversely affect a large segment of the population. Many who are appearing here, 
can and will articulate as well or better I, the arguments 3 eee the overly 
reo tink oad record keeping requirements set forth in the October 24, 1984 proposal 
an t revisions. 

Generally, NRECA’s member systems are tax exempt under 501(cX12) of the Code. 
There are, however, over twenty generation and transmission cooperatives that are 
subject to taxation because they have sales to nonmembers in excess of 15 percent of 
their total and have thus lost their exempt status. The burden placed on them will 
be similar to that on many businesses you have been hearing from and will hear 
from today. Additionally, rural electric cooperatives serve most of the farm popula- 
tion of America, and the record keeping requirements of the Treasury pro add 
one more burden to these rural electric consumer owners who are y reeling 
under the economic pressures threatening their very survival as farming and busi- 
ness entities. 

The pri focus of my comments, therefore, will be on the Treasury propel 
set forth in Federal ister on January 7, 1985 entitled “Taxation of Fringe 
Benefits; Proposed Rulemaking.” The focus of this proposal, effective January 1, 
1985, is to establish the conditions under which an employee’s use of a comnpeny ve- 
hicle will be considered as personal use and, therefore, taxable as a fringe benefit to 
that employee. As we read the proposal, there are many circumstances under which 
the employers of rural electric cooperatives in the performance of public service will 
find themselves subject to taxation for the use of vehicles required by the manage- 
ment of the cooperatives and essential to the integrity of the systems. We do not 
believe that it was Congress’ intent in targeting “fringe benefit’’ abuses to go as far 
as the Treasury al grees does. eee 

A continuous and dependable supply of electricity is considered, by almost any- 
one’s standards, a critical need. The loss of electricity under many circumstances is 
more than an inconvenience; it is life threatening. It is, therefore, a standard prac- 
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tice that all electric utilities require certain of their personnel to take home vehicles 
which are specially equipped to respond to supply outages. These vehicles vary from 
large trucks with bucket lifts, referred to as “bucket trucks” or “cherry pickers” to 
automobiles with two-way radios used to direct and supervise crews working in a 
variety of locations. 

The need to have dispersed equipment is especially critical to the operation of 
rural electric cooperatives because of the large land areas they cover. By requiring 
that certain personnel take vehicles home, the cooperative is able to effectively 
place workmen throughout the service territory, thereby responding more quickly 
and readily to supply outages. As previously mentioned, the average cooperative 
covers 1,870 miles of distribution lines for only 7,800 consumers. Needless to say, the 
high cost of covering these areas dictates that personnel be limited and used as ef- 
fectively as possible. Requiring workers to drive long distances to the cooperatives’ 
motor pool in the middle of the night, then drive to the scene of the problem, does 
not effectively remedy the problem nor wisely use personnel. 

Comments are due March 8 on the Treasury proposal on fringe benefits and al- 
ready NRECA has received copies of numerous letters opposing the position taken 
by Treasury. Consider some of the following statements: 

From North Carolina Electric Membership Corporation, Raleigh, N.C.: “. . . our 
EMCs have several concerns about the temporary IRS regulations. . . . These con- 
cerns center around the employees who, because of the critical need for prompt re- 
sponse to service outages, are required as a part of their duties to drive service vehi- 
cles or radio-equipped cars or station wagons home after work. By so doing, they are 
able to significantly shorten the emergency response time as members of a service 
crew.” The regulations “have placed a severe and unjust penalty on employees in 
these situations, treating their mandatory company transportation (often a pain-in- 
the-neck to them) as added income.” 

From Carroll County REMC of Delphi, Indiana: “This service that we provide is 
often life preserving (heart patients, people on respirators, people in nursing homes, 
etc.). For us to provide the quickest t of response, company vehicles are a must, 
which are of course equipped with radios.” 

From Morgan County Rural Electric Membership Corporation, Martinsville, Indi- 
ana: “Certainly, if a line service crew takes the utility vehicle home while on call 
and that mileage would result in a tax liability under the present regulation, such 
action would probably result in the employees refusal to take a vehicle home and 
would severely and unfairly impose a deterioration of service restoration for our 
consumers.” 

From Fayette Electric Cooperative, Inc. of La Grange, Texas: ‘Certain employees 
“are oravitled company vehicles and are expected to go direct to the scene of wrecks, 
fires, substations, or other causes of power outages or electrical hazards from their 
homes after regular working hours. . . . Their vehicles are equipped with two-way 
radios. .. . We feel their ability to respond quickly is certainly a benefit to the co- 
operative and to the consumers to whom we supply electricity.” 

From Orange County REMC, Orleans, Indiana: “I am particularly concerned 
about those regulations which are very broadly written and will affect a number of 
my employees who are on call 24 hours a day and require special tools and equip- 
ment to effect emergency repairs. These personnel are required to take a company- 
owned vehicle to their homes so that emergency calls are more quickly dispatched.” 

From Midstate Electric Cooperative, Inc., LaPine, Oregon: “. .. we require 
trained linemen to take specially equipped vehicles home with them for after-hours 
standby use only. Theuse is not a benefit but a requirement for the quick restora- 
tion of power during outage conditions.” 

From Jackson County Rural Electric of Brownstown, Indiana: ‘We have already 
spent more time trying to read and understand the proposed regulations than the 
IRS can possibly gain in increased receipts from our employees this year.” 

Finally, at NRECA’s recent 43rd Annual Meeting celebrating the 50th anniversa- 
ry of rural electrification and attended by over 11,000 people, the membership 
adopted the following resolution: 

Taxation on Fringe Benefits: Cooperative Owned Vehicles 

Certain employees of rural electric cooperatives are required as a part of their 
duties to drive and take home specially equipped vehicles because of the critical 
need for prompt response to service outages. By doing so, they are able to signifi- 
cantly shorten the emergency response time as members of a service crew. Addition- 
ally, personnel with radio-equipped vehicles at their residences can more promptly 
direct the necessary coordination for restoration of service involving multiple out- 


ages. 
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Proposed Treasury regulations issued on January 7, 1985 would place severe and 
unjust penalties on rural electric employees required to take these vehicles home. 
The proposed tions, effective qenuery 1, 1985, implement changes allegedly 
required by the Tax Reform Act of 1984. They make these employees’ transporta- 
tion, mandated by company policy and frequently to their own dlsaivanitare: subject 
to taxation and withholdings as income. Additionally, proposals by the Treasury 
would place unnecessarily burdensome recordkeeping requirements on the employee 
and the cooperative. 

We urge the De ent of Treasury, the Internal Revenue Service and the Con- 
gress to modify the pro regulations to exempt such essential and specially 
equipped vehicles from the applicability of the proposals regarding the treatment of 
such usage as a taxable fringe benefit and from the onerous recored keeping re- 
quirements. In conclusion, let me say that it is abundantly clear, from the com- 
ments and resolution of NRECA’ members, that the taxation of cooperative employ- 
ees for the use of essential and specially equipped vehicles adap a public service 
is patently unfair. We are certain that Congress, in seeking to end abuses, did not 
intend to treat required commuting in yellow and green bucket trucks as a taxable 

inge benefit. That truly adds insult to ape’ 

e urge you, therefore, Mr. Chairman and members of the Committee, as you ad- 
dress the record keeping requirements of the Treasury proposal of October 24, 1984 
and its subsequent revision, to also focus on the unfairness of the January 7 propos- 
al relating to fringe benefits. Specifically, we would urge you to exempt from tax- 
ation as a fringe benefit the required after-hours use of essential and specially 
equipped vehicles used to provide a public service, such as that of electric utility 
employees. We believe that the case for exemption is particularly strong for rural 
electric cooperatives covering large territories and serving essential needs. 





STATEMENT OF Tom W. GRIFFITH, PRESIDENT, NATIONAL RURAL LETTER CARRIERS’ 
TION 


Thank you, Mr. Chairman, and Members of the Committee. My name is Tom W. 

i and I am President of the 66,000-member National Rural Letter Carriers’ 
iation. 

Rural letter carriers use their own vehicles to serve fifteen million rural Ameri- 
_ cans by daily traveling 2,387,951 miles over 35,038 rural routes throughout this 

country. The average rural mail route is 62 miles in length and has 440 mailbox 
stops on it. The United States Postal Service, a branch of the Federal Government, 
through its local Postmasters, certifies the length in miles of each route. This is a 
necessity because route length is a compensation factor, and because equipment 
maintenance allowance (EMA) reimbursement is determined by the length of their 
rural mail route. In fact, for every rural letter carrier, the mileage from their home 
to the post office (non-business miles) and the mileage for their route (business 
miles) is exactly the same every day of the Lips! that they work their route. The 
only change in the contemporaneous record on an annual basis would be the 
number of days worked in any given year. 

: i and Members of the Committee, we are very appreciative that you 
are willing to hold hearings on this issue. We are concerned about the proposed and 
tempo regulations pee eoee October 24, 1984 in the Federal ister and modi- 
fied on February 20, 1985. However, we find the modifications to be only slightly 
less onerous than the original proposed and temporary regulations. In general, we 
find these regulations to be contrary to the basic programs enumerated by President 
Reagan and the Federal Commission on the reduction of paper work. These regula- 
tions cause taxpayers, and pea rural letter carriers, ee ere 
additional paper work. In the specific case of rural letter carriers, a daily log is not 
only unnecessary, it is absolutely redundant. We also find the regulations unneces- 
sarily omnes and totally inflexible in their application. We would have a agin 
tion, and the suggestion would be that in the case of a rural letter carrier, the 
service would need is an annual summary, at the most, and that would be quite 
sufficient for establishing anything the Internal Revenue Service would need to de- 
termine our business useage. 

We urge immediate passage of legislation to repeal the contemporaneous record- 
ae ee 

e have a second major concern relating to rural carrier vehicle operation. In 

1983, the IRS advised the National Rural Letter Carriers’ Association that they 


would no longer allow a “weighted factor” for rural letter carriers’ business mileage 
deductions. ‘The NRLCA National Officers Immediately advised all rural letter car- 


49-094 0 - 85 - 12 
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riers that for the year 1984, they must utilizing a weighted factor. However, 
the Service has this Gear a uationwido audit of all rural letter carriers for 
the years 1983 and before, a time when most rural letter carriers did not feel a need 
to maintain records because previously the Service had never questioned the EMA 
ew Menta of Co the the Service 

e urge Me ngress to express their concern at ice’s systematic 
eee of Federal Government employees who were ony advised in later 1983 that 
the guidelines under which they had been ting, and which had been approved 
since 1956 by the Internal Revenue Service, been changed. 

Finally, we feel that consideration should be given by the to rural letter 
carriers for the use of their own vehicles to perform a function for the Federal Gov- 
ernment which, in many cases, is the only contact that citizens have daily with 
their Federal Government. We would urge legislative fair treatment for the busi- 
ness use of a personal vehicle while delivering the United States Mail and perform- 
sas Sahar bles or the Federal Government. 

you. 


STATEMENT oF L. Cary Brrricx, Executive Dimecror, NATIONAL SHERIFFS’ 
ASSOCIATION 


The National Sheriffs’ Association (NSA) is a non-profit association which repre- 
sents elected or appointed sheriffs throughout the United States who are, of course, 
county or municipal government officials. The views pl hare herein are a direct 
oo of those of an overwhelming majority of the sheriffs and members of the 


The regulations issued by IRS under the Tax Reform Act of 1984 (Federal Regis- 
ter for January 7, 1985) as amended, dismayed and discouraged law enforcement of- 
ficers throughout the United States. They view these regulations as unfair and det- 
rimental to their dedicated efforts to preserve the peace and prevent the criminal 
element from undermining society in its effort to provide justice for all. They 
cannot believe Congress, in enacting the Tax Reform Act of 1984, intended the re- 
sults incorporated in the IRS regulations. 

The sheriffs together with other governmental law enforcement agencies are 
charged with providing emergency services to the public 24 hours a day, 7 days a 
week and 365 days a year. Obviously, few, if any, cases of domestic violence, serious 
automobile collisions or vidlent crimes occur in the vicinity of a law enforcement 
headquarters or on a covenient 9:00-5:00 schedule. A ceputy sheriff or other state or 
local officer must often respond in the middle of the night to these emergency situa- 
tions when our citizens vitally need assistance. To nd in an effective manner, 

officer must have a vehcile fully equipped to enable him or her to perform the 

uired service. Sheriffs recognize that thi uires specially equipped vehicles 
and trained personnel be strategically located 24 hours a day ready to respond on a 
timely basis to emergency calls for help. Practically all law enforcement agency 
heads therefore order trained personnel to take specially equipped vehicles home at 
night so they can go into action immediately when emergencies occur. To say that 
this confers some of personnel benefit to the law enforcement officer is ridicu- 
lous. He or she would prefer the eee of the average citizen in completing an 
assigned 8 hour tour of duty and being truly off duty for 16 hours. In addition, 
many deputy sheriffs are assigned in remote, rural areas and are fortunate if they 
can visit their headquarters’ office once a month. 

The presence of a law enforcement officer or a marked law enforcement vehicle 
has been a universally recognized deterent to crime. As a co uence of this, many 
governmental units have adopted a policy of requiring that officers use a marked 
patrol vehicle on a 24 hour a day basis w r the nature of the official trip. The 
public is thus reassured and the fear of crime is minimized. In such situations the 
officer is ready to respond at once should he or she witness an accident or crime, be 
“flagged down” by a citizen who has been victimized or ordered to emergency duty 
by radio comman 

It is the position of NSA that Congress, in enecny the Tax Reform Act of 1984, 
never intended that law enforcement officers would be subjected to additional 
income tax if, pursuant to a valid order of their superiors, they drove to be able to 
respond to emergency calls for assistance from the citizens of the community or oth- 
erwise used the vehicle to provide added law enforcement presence in the streets. If 
the interpretation of the is allowed to stand either the public will be deprived of 
emergency assistance because officers will choose to use their private vehicles 
except during their assigned shift or the local units of government will face in- 
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creased costs because of a need to reimburse law enforcement personnel for the ad- 
oe cost of performing their assigned duties arising from the increased federal 





STATEMENT OF THE NATIONAL Sort Drink ASSOCIATION 


The National Soft Drink Association submits these comments for the pearing 
record of the comune on Ways and Means during its consideration of the rag og 
ment of ° record keeping requirements of the Tax Reform Act of 1984 
NSDA is the atonal trade association belanay ae the soft drink industry in 
the United States. The industry is comprised fn dit taper 1500 soft drink man- 
ufacturers throughout the United States, of which almost 77% are active members 
of the Association. These members account for more than 90% of the soft drink pro- 
duction in the country. In addition, the vast majority of soft drink franchise compa- 
nies which manufacture concentrate syrup, many of whom also own soft drink man- 
ufacturing plants, are associate members of the tion. 

The Association welcomes this pid aed to present its views on the Department 
cassage of the Tax Reform Act of 1984. tions issued as a result of the 

of the Tax Reform Act of 19 e soft industry is one of the largest 

usiness users of delivery trucks, transports, vans, ekooe and automobiles in the 

country. These vehicles are used in the production, sales, and distribution of soft 

drinks. The proposed regulations, and the subsequent changes announced less than 

a month ago, impact the productivity of our industry’s operations, and hence its 
ability to serve the consumer in the most efficient, least costly manner possible. 

In announcing these hearings the Committee e ressly limited its interest in 
“learning what specific additional burdens associated with the new record keeping 
requirements remain in light of the revisions to the original temporary regula- 
tions.” These comments refer to both sets of regulations and the business prac- 
tices of the industry. While the Service has attempted to clarify as well as to de- 
crease the burdens imposed on taxpayers, by issuing the second set of regulations, 
the goal — not be accomplished for many, including a significant number in our 
industry. Some ape yers are either not accommodated within the narrowly defined 
set of criteria of oe set of proposed regulations or will opt not to use the 
“safeharbor” percentages of use. 

In summary, it is our industry's position that the ogy na gia record keep- 
ing provisions’ of the law should be repealed. Failure to do so will subject gale hay 
to a continuation of the process in which two sets of complex temporary and 
posed ations already have been published within four months with yet a 
to be published following ei ead fear s hearings in mid-April. Absent this Cae 
erase action, this process has and will “paca to result in undermining the credi- 

ility of the Service while subj taxpayers to uncertainty, increased paperwork, 
oad added costs of doing business. would allow the Congress the opportuni- 
ty to assess the scope and nature of t a eran oe or ere oe noe 
areas and to formulate appropriate remed1 


THE SOFT DRINK INDUSTRY AND ITS USE OF VEHICLES 


Our industry puts on the road some 50,000 vehicles daily to service a variety of 
retail outlets throughout the United States. Over the years these vehicles have in- 
cluded delivery trucks, transports, vans, pick-ups, automobiles, dog sleds, boats, and 
bicycles. These varieties of delivery vehicles and their many uses are part of a com- 
plex delivery system in which soft drink manufacturers deliver product in fran- 

chised territories. Those territories and the delivery systems developed by soft drink 
manufacturers vary in both size and demand. The needs, for example, in downtown 
Manhattan retail outlets are far different from the small country stores in western 
Oregon. The Service’s attempt to impose additional complex record keeping require- 
ments that these manufacturers must follow to qualify for tax credits and deduc- 
tions has and will continue to result in taxpayer protests and a belief that once 
again, government does not understand that which it seeks to T NSDA 

Prior to the issuance of the new regulations on February 20 SDA had received 
shen a sampling of its oa waar Sad cree analyses of the costs to comply with the original 

ese sane range from operations to the as few as 15 
io pay to as many as 700. While the abe of vehicles subject to log keeping 
piemen varied, every operation was impacted at costs ranging from $2,000 to 


trpical analysis of the administrative burden of the record keeping require- 
meee or a large plant produced the following: 
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The total number of automobiles is 200, each making an average of 15 stops a day. 
Daily log entries consume % hour resulting in 500 hours per week for record keep- 
ing. The driver’s time is worth, conservatively, at least $10 per hour resulting in a 


cost of $5,000 weekly or $250,000 annually. to this would be the cost of record 
maintenance of the logs in the office, as well as accountants’ time, both of which 
will vary with the individual plant. 


taxpayer meets very specific criteria. The number of vehicles subject to such revised 
regulations will vary with individual soft drink manufacturers. However, the fact 
that any number, large or small, is impacted is wrong if in fact they were not the 
abusers that Congress sought to curb with passage of the Tax Reform Act of 1984. 


when not used in the business. In the soft drink industry a variety of vehicles are, 
as a matter of sound business practice, sent home with the employees. 

Some employees are on 24-hour call to respond quickly to retail customers who 
need or want service. Such service needs range from more product at a fountain 
cM LAN i gin ged ere bop ela isk AN pigs dren sreaaas Sige peed 
chines. Vehicles may be sent home because insurance costs are decreased. Other op- 
erations do not have storage space for their vehicles. Still others have a sound busi- 
ness practice of making calls at the start of the business day without the necessity 
of reporting to the plant. At times an employee will audit a display in a 24-hour 
grocery at 5:00 a.m. or earlier. 

The related exemption apparently intended to address the practices outlined 
above also does not adequately address the problem. This second exemption contains 
a seven-part test including limitations on “de minimus” use; a stipulation that the 
employee not be an officer or a one percent owner of the employer; and a require- 
ment that $3.00 a day be charged to the employee for such use. 

Such requirements are arbitrary and inconsistent with good business practices. It 
is not uncommon, especially in small businesses, for officers of companies to be 
available to respond to business requirements in exactly the manner in which non- 
officers are on 24-hour call. Moreover, the introduction of a new commuting 
results in legitimate business practices being burdened with added costs. It is unfair 
to affected employees resulting in morale problems and may require employers to 
alter business practices at an ultimate cost to the consumer. We do not know how 
such alteration would affect those manufacturers who have union contracts. 

Another exemption ap a pi to employees who visit multiple business locations. It 
provides for “safeharbo percentages to allow the taxpayers to satisfy the record 
keeping provisions by opting for an 80/20 or 70/30 business/personal use ratio de- 
pending upon the type of vehicle. Again these are arbitrary choices that will result 
in an unnecessary record keeping burden on those who use their vehicles in excess 
of the percentages. 

In announcing the revised regulations, the Service simultaneously announced 
hearings in mid-April. As part of that process, it has invited further comments, for 
example, on the types of trucks and vans to be excluded from coverage under the 
new regulations. It is obvious that yet another set of regulations will be forthcom- 
ing, at a cost to government and to taxpaye rs. 

NSDA’s review of this regulatory process leads us to the conclusion that the only 
reasonable action which Congress can pursue is a repeal of the contemporaneous 
provision. At that time Congress should then investigate the abuses that the avail- 
ability of such credits and deductions have created. Such analysis will allow the 
Congress the opportunity to initiate more appropriate Tax Code revisions. 

There are other issues which go beyond the Committee’s call in these hearings. At 
some appropriate time the Committee should review them. These include, for exam- 
ple, the scope of coverage of the regulations, the policy of imputing income to em- 
ployees performing duties for legitimate business purposes, and the method of valu- 
ation of an employer provided automobile. These issues, in addition to the problems 
generated by the record keeping provisions, lead to the conclusion that more draft- 
ing will only produce more complexity, far beyond the abuses addressed. 
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NATIONAL Star Route Mar Contractors’ ASSOcIATION, 
Washington, DC., February 26, 1985. 
Hon. DAN RosTENKOWSEI, 
ae Committee on.Ways and Means, House of Representatives, Washington, 


Dear Mr. CHAIRMAN: The National Star Route Mail Contractors Association re 
resents some 13,000 small businessmen and women who contract with the US. 
Postal Service for the over the highway transportation of the mail. 

On behalf of the Association, I want to express our appreciation to you, Mr. Chair- 
man, for holding hearings on an issue of major concern to business across the coun- 
try. All of our members have need for and make use of light trucks and vans and 
the new regulation’s paperwork and the problems they create have a direct impact 
on the way they figure their usage. There are approximately 5,500 box-delivery con- 
tractors who deliver mail to rural America through the use of right-hand drive vehi- 
cles and stuffing rural mail boxes 6 days a week. Many of these contractors provide 
personal services to their customers by picking up groceries, newspapers, etc., and 
dropping them off as they complete their round trip route. According to the regula- 
tion in question these contractors would have to log all such stops as personal use of 
the vehicle thus making record-keeping a major burden of their service. 

The vast majority of our members do not drive “luxury automobiles” and are not 
responsible for the abuses of the prior law. Moreover, they now account for the use 
of their business vehicles in a detailed and satisfactory manner using acceptable au- 
diting standards. It is our opinion that the costs to businesses of complying with the 
new requirement will be ter than any revenue raised. 

The iation, therefore, requests that the committee repeal the regulation in 
question or at the very least, exempt small business from the “adequate contempo- 
raneous records” provision of the law. 

We appreciate the opportunity to submit this statement for the record. 

Thank you. 

Sincerely, 
JOHN V. “Skip” MARANEY, 
Executive Director. 





STATEMENT OF PHIuip P. FRIEDLANDER, JR., EXECUTIVE VICE PRESIDENT, NATIONAL 
Tire DeaLers & RETREADERS ASSOCIATION 


Mr name is Philip P. Friedlander, Jr., Executive Vice President of the National 
Tire Dealers and Retreaders Association. NTDRA is a national nonprofit trade asso- 
ciation representing approximately 5,200 independent tire dealers and retreaders 
nationwide. NTDRA’s members are engaged in the wholesale and retail distribution 
of automobile and truck tires, tire retreading and the sale of related products and 
services. 

Mr. Chairman, on behalf of NTDRA’s membership, I would like to take this op- 

rtunity to commend you for holding this hearing on the contemporaneous record- 

eeping requirements of Section 179b) of the Tax Reform Act of 1984. The need for 
this review is more timely than ever, given the recent relaxation by the Internal 
Revenue Service of their ph aay i requirements under this regulation. The safe- 
harbor provisions now being 0 eles IRS to placate additional taxpayers are Inad- 
equate, ues and itrary! More will said shortly on this point, but for 
now it is sufficient to note that the public outcry heard at Rep. Thomas A. Luken’s 
(D-OH) February 8th hearing on this issue has been growing ever-louder. 
This hearing today, we feel, will be particularly useful in further focusing con- 
aepenas attention on the burden which this provision imposes upon American 

usiness—especially, small business. Hopefully, as a result of today’s hearing, a ma- 
jority of your colleagues in the Congress will come to share our sense or urgency in 
seeking the repeal of Section 179b). 

Outright repeal is important. These regulations threaten to negatively impact 
most business taxpayers in this country. Section 179(b), and the accompanying regu- 
lations, will create unnecessary friction between employers and employees. pis 
will require a complicated new bookkeeping system, encourage fraudulent record- 
keeping, engender taxpayer disrespect for our voluntary compliance system, lower 
employee and overall company productivity and effectively drain away company 
profitability. And for what purpose? To collect a hundred million more dollars and 
to stop the abuses of the few. Surely the incredibly complicated reporting system 
designed to achieve these relatively insignificant goals must go down as one of the 


340 


Sees Coe Sr ey NS 0 en Pepvermney ieoeine Saat wen the proveenaler 
P gun 

It is important De cme ee eee eee toe regulate 
overkill, has essentially eee eee ae cen De argued, coincide wi 
the intent of those ‘who crafted the language “adequate contemporaneous” records 
in the law. It should, also, be pointed out that the language was included in the law 
without so much as a minute of hearings by any committee of the Congress! Mem- 
bers of the House justifiably maintain that it was not in their version of the bill, but 
that it was Senate language which was adopted by the conference on the tax bill. 
Those in the House who may have known of the existence of the offending language 
chose to support the conference report on the Deficit Reduction Act of 1984, rather 
ares pepose the bill on this one small provision; but what a provision it turned out 
to 


NTDRA’s members can understand Congress’ desire to discourage the abusive 
practice whereby a small minority of businesses purchase luxury automobiles and 
use them for nonbuaiiess purposes while claiming investment tax credits and accel- 
erated depreciation allowances. NTDRA’s members can even understand Congress’ 
desire in the face of mounting deficits to tighten recordkeeping a i aaa as a 
revenue-enhancement measure short of raising taxes. What RA’s members 
cannot understand, however, is how Congress could adopt a minor change to the tax 
code which raises an insignificant amount of revenue, by Treasury's own 
while imposing a crushing Lil burden on most small businesses in this coun- 
try. Conservative estimates la the cost to pases in terms of lost productive 
man-hours in the billions of dollars annually . . . assuming full compliance with the 

tions. 

Baggallini pallial ong 1, gaint er geen 
burden on tire dealers and other small business rage ba gd needed paperwo 
relief that smal] businesses have gained in the last oon Tak pales in comparison 
to the new burden imposed on them as of January 1, 1 ee 
oppressive that nindoe. (hoes ection Call eae Gaee it. Rather than : 
moting tax comp ese provisions encourage ess taxpayers to fabri- 
cate records in order, to lessen the man-hours of work associated wi compliance 
with contemporaneous recordkeeping requirements 

NTDRA’s members are tycieal of aia enterprises in the small business commu- 
nity. Each tire dealer or retreader often will ha have several business vehicles, usually 
trucks. On occasion, for business convenience, it may be desirable for an employee 
to take a service truck home at night because the first service call the following day 
is closer to the employee’s home than to his place of employment. By taking the 
service truck home, both time and money are saved, the profitability of the 
anapreea annmarcieg 

, the regulations which the IRS first issued on October 24, 1984 and 
anetindicn ea ‘ebruary 20th implementing Section 17%b) attack the very profitability 
that small businessmen and women so fervently seek—and all too often fail to 
dealershi dina ope mi iit regulations, rg mee Leish gpa at our vegas te 

erships could spen haps, a quarter of an hour each day filling out 

the’ date the vehicla was teed, the identi of the user, the odometer miobec mibeece 
and destination and purpose of each trip. t could amount to a week and a 
half of lost productivity per employee per year! Of course, this does not include the 
productive hours lost by the company’s bookkeeper, who now has to tabulate these 
individual logs on a daily, weekly, monthly, quarterly and Pisa basis. 

For smaller tire dealerships, we are talking about hun of man-hours of — 
preductivity per year and thousands of dollars. For larger dealerships, we re 

about thousands of man-hours lost and, perhaps, tens of thousands of do 
lost. Multiply this representative business activity by the total number of affected 
businesses across the country and it is not difficult to see that the estimates of $7 
billion to $10 billion in business costs (assuming full compliance) may, indeed, be 
conservative! 

Moreover, the logistics required to maintain those records in order to satisfy the 
IRS bureaucrats is prep tees | If a vehicle is used by several different employees, 
do all the drivers use the same log for the same vehicle, or do they maintain 
al logs? If a driver is derelict and fails to log a trip sian poche cA is it Se What if to 

go back the following day or week and fill in the missing trip on the log? 
aise driver: in alhurey (6 eorvice a'customer, fails to log a strip and leaves an obvious 
ee ee kkeeper. If the IRS 
audits the business, is the owner automatically subject to a penalty for oe face 
under Section 17%c) as the regulations imply? With temporary regulations bei 
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issued and reissued, when is the taxpayer to receive answers to these types of ques- 


The adequate contemporaneous recordkeeping provision which you are reviewing 
today has already spawned a virtual taxpayer revolt. Members of Congress have 
bean: inundated With hb letters from their constituents who Hage Ange acpi outraged by 
this about-face turn from the administration’s pledge to free America’s business 
community from the strangulation of regula control. Listening to the anger of 
NTDRA’s members, I am reminded of Thomas Jefferson’s indigation when he wrote 
in the Declaration of Independence: “He . . has sent hither swarms of officers to 
harass our people and eat out their substance.” 

As a result of this constituent mail and today’s h , members of Congress 
should now be aware of the mischief they have inadverte ntly wrought. Many mem- 
bers already have urged the: Secretary, of the-'Tveasury: and the IRS to provide 
relief—and "the IRS has grudgingly issued temporary proposed regulations to ap- 


the masses. But it is the language of the law that spawned theee tions. 
reover, the relief outlined in general form by the IRS’s press release of January 
25th—and more completely in the Federal r on February 20th—clearly 


misses the mark. For example, the original abuser, whose conduct prompted the 
cit done aio a raha Pome eacenaptir cid cago mg “half’ the 
time, may now claim an arbitrary 70% business use without having to maintain 
oes eous records! The owner of a service truck who honestly uses his vehi- 
cle for eo Dusen Pree es ee eee ee cen ey ee 
ness use unless = urdensome a thiapisanae ica festaaiders records are maintained. In 
many cases the cost of maintaining the required records exceed the additional tax 
savings to which he is entitled. Moreover, it is our understanding that even with the 
removal in some cases of the recordkeeping requirement, the employer is still 
wedded to recordkeeping for purposes of figuring imputed income. 

Adjustments in the regulations are clearly not the relief needed, nor the relief 
sought. NTDRA urges the Congress to act swiftly to repeal Section 17%b). Indeed, 
there are several bills alread ce eatuler & 260 LE B00 ei ER Sh lec 
significant degrees of relief. Heamples inchude: S. 260, H.R. 600 and H.R. 531. It is 
incumbent upon the Congress to move swiftly to implement an affective legislative 

remedy. The repeated issuance of new temporary regulations has left taxpayers in a 
terrible state of confusion as to whether they are required to maintain adequate 
contem Sy eg records. It is essential that Congress clarify the confusion that 


= A @umninAry, NTDRA is greateful to you, Mr. Chairman, for bringing public atten- 
tion to bear on this ill-conceived law. "tis a law, which by its very nature, is an 
unwarranted aggravation to business taxpayers. At best, complying with this provi- 
sion is apache at worst, it is extremely costly —and relatively more costly to our 
peated Men businesses such as inde reg tire retailers and rs who 
prise NTDRA’s partener deo 2 ee Soran te no leadership on this issue will 
extend nd beyond holding this h earings te roblems which contemporaneous 
recordkeeping poses to the small | S blglalcadl hers Indeed the testimony heard 
today surely will spur this committee to repeal Section 17%b) in a forthright and 
expeditious manner. 


STATEMENT OF Hon. Steve NEAL, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
or NortH CAROLINA 


Thank you for the opportunity to comment on IRS ons regarding contem- 
poraneous auto records, and | tion the Comaiitiee eae considering to repeal the 
provision in law which ee — regulations. 

I’m sure that Mr. Chairman, that taxpayers need less paperwork, 
not more. Besordkeeving nck such as that which is called for in the IRS tions is a 
reversal of the that this Committee and the rest of the House of Represent- 
atives have e in easing the porer wore ide pi I believe that deductions for busi- 
ness use of an automobile should be i cag y accounted for, and I understand the 
abuse of the law that motivated m of the Committee to agree to the Senate 
provision that gave us this rule, but I think the regulations go too far. 

civdkecging Tale Mast ure sasstouate appasla'ts change te law oo ee will not. in 
reco ping rule. Most are passionate ap C. e law so we not, in 
the words of one Winston-Salem, North Carolina, businessman, “make criminals out 
of honest yers because there’s no way we can or will obey this law.” Others 
have re to me that they will have to hire additional personel because some 
employees are not sufficiently literate to fill out extremely detailed logs, or will 
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incur substantially higher accounting costs, etc. The point is, of course, that many 
average businessmen and women not, or cannot, comply with the regulations. 
I urge the Committee’s paciicant blend consideration of begiatation to repeal Section 
rau of the Tax Reform Act. Thank you again for the opportunity to comment on 
issue. 





STATEMENT OF Hon. Don NIcKEs, A U.S. SENATOR From THE STATE OF OKLAHOMA 


Mr. Chairman and members of the committee, it is hard to believe that three 

words, “adequate contemporaneous records” could cause such a stir. This was the 

that was tucked away in the Tax Reform Act that gave the Internal Reve- 

nue Service the license to impose horrendous recordkeeping requirements upon the 
a sa for vehicles and other types of property. 

e the recent changes proposed by the IRS to relax the recordkeeping require- 
ments are a step in the right direction, they fall far short of what needs to be done. 
For that reason, I am supporting full re of this new requirement. 

The committee has already been presented a substantial amount of background 
on this matter, therefore I will be brief in my remarks. I would like to reinforce the 
comments that have been made on behalf of one particular sector that will be hit 
extremely hard by this rule, that is farming. 

Over 2 million farmers filed individual tax returns during 1983. Because of the 
nature of their business, most, if not all, of these individuals are affected by the rec- 
ordkeeping requirements. To add this burden to the difficulties now faced by the 
farm community would be entirely inappropriate. The proposal by the IRS to allow 
exceptions for certain farm vehicles and provide a “safe harbor” use level still im- 
poses substantial paperwork on the farmer. 

To comply with the law, the farmer must first determine if, in fact, they are a 
farmer under the IRS definition. Then they must determine which of his vehicles 
are required to have contemporaneous records. After that, they must decide wheth- 
er it is more profitable to forgo the recordkeeping requirement and take the safe 

r amount or go to the trouble to maintain the records and take in excess of 
this level. They are, in essence, oye. to buy off the taxpayer and presume that 
they will be coerced into accepting the safe harbor amount and forgoing their right- 
ful deduction in excess of this level. ) 

I have before me several letters which describe the problems this is creating id 
the farm community. Wayne Winsett of Altus, Oklahoma sent me a copy of his | 
which he kept from January 14 to Jan 19, 1985. He made 112 entree and 
a substantial amount of time for posting og. I realize this was made before the 
IRS announced its bigati which roducod he oad for this particular type of | 
But even if onl oe use of the vehicle were required to be kept, not o y 
for the owner er farm hands, the paperwork would reduce the time they 
need to tend to their business of farming. 

I hope the committee will move ahead with a change to this rule and report ap- 
propriate legislation to the House floor. In the Senate, I will support and pursue 
ibe 7 repeal this requirement either through the committee process or on the 

nate floor. 


RaeiGnu, NC, February 27, 1985. 


Mr. JosePH K. DowLEy 
Chief gia Committee on Ways and 1 Means, House of Representatives, Washing- 
ton, : 

Dear Mr. Dowtey: The above proposed regulations smacks of “Big Brother” as 
predicted by cid Orwell. I cannot imagine anything any more dangerous to one’s 
privacy than these regulations and/or proposed regulations: In addition, aside from 
the invasion of one’s privacy, such rules and regulations, if followed to the letter, 
would require an individual to spend a tremendous amount of unjustified and un- 
preductive time just recording the required documentation. 

The above p ropesed 1986 tax law changes, are detrimental to the Armerican. pub 
tax laws and proposed 1985 tax la we etrimental to the American pub- 
lic’s best interest. The impact certain] y to be higher taxes for the American 
people and a slow down in the economy 

Respectfully, 
Davip G. OLMSTED, 
Certified Public Accountant. 


Ong Tax ALLIANCE, 
Arlington, VA, February 14, 1985. 
JosEPH K. Dow Ley, 
Chief Counsel, Ways and Means Committee: 
This should be for determination by the taxpaye 
Any le overstatement of deductions or credits can better be handled by lim- 
ee to a maximum of 50% of income unless substantiated for a greater 
amoun 
_This is a classic instance of redundancy in the tax code. Consideration should be 
given to eliminating the matter of regulations to implement the code, which in most 
cases is covered in publications available to the general public. 
SAMUEL G GREEBERG, Chairman. 


Prerce CHEMICALS, 
Dallas, TX, February 37, 1985. 
Mr. 


MARTIN Fost, 
Member of Congress, Longworth House Office Building, Washington, DC. 

afreclpeng oN hirenpelab ger elt combi ell — Sibi aly wc dr qngpatandine Sr habedirigdby 
ulations on the business use of automobiles. Thanks for the opportunity to incl 
my opposition to the Shige regulations when the House Wa ove and Means Commit- 
tee meets on March peed yl ndrvied gel yes beastie of the problems with 
unpopulor bill like this ie--wil cause people to fight back in every possible way an 
un this is— cause people in every way 
certainly will not receive cooperative effort on the of these concerned. 

This is our 50th year in business and we have always employed salesmen and we 
have always had expense allowances for automobiles. Generally, most everyone has 
been reasonably honest, but T would guess if these tions stay in force, it will 
be a challenge to find other ways of avoiding all of these tiresome and tedious 
ge laa ae aoa cad 

a idea 


Seriously , I hope your committee will dispose of this silly thing quickly 
and let’s get on with more important work. 
Sincerely, 
W.H. Prerce, 
Chairman and Treasurer. 


STATEMENT OF DENNIS R. WRAASE, COMPTROLLER, PoTroMAC ELgcrric Powsr Co. 


The Potomac Electric Power Company (Pepco) appreciates_the opportunity to 
resent this statement the Amended Proposed and Tem 
tions (T.D. 8009) relating to the fringe benefit inclusion and eeping re- 
queues for road —— a ' - 
epco provides retail electric service to million people in a uare-mile 
service territory in the nation’s capital area, which is composed of the District of 
Columbia, fd, ot portions of Prince George’s and antry, Virgins Counties in Suburban 
a small portion of Arlington Co fol To provide this serv- 
ice Spcu Suns anc) onelates a flect of over 1000 
An electric utility, as well as other service companies, = routinely maintains a fleet 
of vehicles solely for business use. One area the regulations do not address and on 
which the Internal Revenue apace has requested comments is the use of motor ve- 
hicles in pools or fleets. Many co ies utilize motor vehicle pools of normally ho- 
mogeneous sete Ur itp for random dai ae use. F bis 
ese vehicles may used for non-business purposes during the evenings or 
on weekends which will necessitate adequate contemporaneous recordkeeping. An 
inherent problem of the motor vehicle pool concept is that an employee who may 
utilize a vehicle each day for commuting and/or personal use does not have control 
of the vehicle each business day while it is in the motor vehicle pool. Thus, the em- 


ployee will be ed a different vehicle each eve since tens or hundreds of 
vehicles are ho centrally in a motor vehicle pool or fleet environment. 
The regulations present particular problems in the areas of valuation of this 


fringe benefit and the fhe recondiaeriiig requirements for such motor vehicle or fleet 

ori Under 1.61-2T Q/A-18, ean and 1.18 ba 132-1T Nn eae for hing Sone gb gal rode 
te computation would be required 

Under 1.61-2T Q/A-18(), four times the Saily use woul b be in imputed f rap each day's 
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use since a different vehicle is normally used from the pool each day. This method- 
clearly will not equitably impute the fringe benefit to an employee who is part 
Ors teedietiaee soul anrece nia eccblen first allowing the of 
use of an aver- 
age fair market value for vehicles drawn y from a motor vehicle pool. Thus, 
each vehicle’s fair market value would be determined, the sum of all vehicles fair 
market values accumulated, and the average calculated. 
Second, the recordkeeping requirements for a pool of vehicles should ide for 
an average business/personal use determination for the pool of vehicles. Thus, each 
empwoyes would have income imputed based ope the average fair market value as 
well as the average use of the pool vehicles for cone ee 
The standard 5% conts per mile amount imputed for line usage would be 
el actual ecepablae and personal miles driven each individual employee. 
is methodology would allow each employee who uses a motor pool vehicle to have 
income imputed which more economically matches the value of the fringe benefit 


received. 

The regulations should ide for specific identification as well as a statistical 
sampling basis for large fleets of 100 or more vehicles. Additionally, if the motor 
vehicles in the pools are controlled during the day for business use then record- 
keeping for this period of uninterrupted business use should be satisfied by the be- 
ginning and ending odometer reading during such peri 

bib thank you for the opportunity to provide comments on this very important 
matter. 





STATEMENT OF Rocer K. ZuKER, J.D., CHAIRMAN, TAX COMMITTEE, PRINCE GEORGE'S 
County (MD) Bar ASSOCIATION 


SUMMARY 


Under the Tax Reform Act of 1984 (TRA ’84) so-called “luxury automobiles” 
(those costing more than $16,000.00 and placed in service after June 18, 1984) now 
have greater restrictions on write off of the cost of the vehicles and on claiming an 
investment tax credit. In addition, for taxable = which begin after 1984, axes 
ers owning or leasing certain vehicles (and other “listed property’ —defined below) 
regardless of the date placed in service will be subject to increased recordkeeping 
requirements relative to business use in order to claim any expenses in connection 
with business usage. Tax return preparers must sign returns r receiving written 
confirmation from taxpayers that such records are kept. In addition, failure to keep 
such records will be grounds for the negligence penalty to be imposed, in the ab- 
sence of clear and convincing evidence of no negligence. 

Restrictions that are substantially equivalent to the foregoing are placed A eT 
automobile leasing expenses of an end-user (not the rental company itself). "84 
defines a “passenger automobile’’ covered by these provisions as any four-wheeled 
vehicle manufactured primarily for use on public streets, roads and signers and 
which is rated at 6,000 pounds gross vehicle weight or less. Excluded expressly from 
the definition is any ambulance, hearse, any truck or van (under tions to be 
issued), and any vehicle used by the taxpayer directly in the trade or business of 
penerereng persons or property for compensation or hire (e.g. cab, moving van, 
etc.). 


“Listed property” which has a business use of not greater than fifty percent (50%) 
will lose the investment tax credit (ITC), and the cost of such property will have to 
be written off over the straight line method rather than by the -horter life Acceler- 
ated Cost Recovery System method (ACRS). “Listed property” is not only “passenger 
automobiles’ (see above) but also any other property used as a means of transporta- 
tion, any property of a type generally used as entertainment, recreation, or amuse- 
ment, any computer or peripheral sue (unless kept exclusively at a “regular 
business establishment”—see below) and by means of regulations to be issued by the 
Secretary of the Treasury later, any property of any type specified in such i Sel 
tions. A “regular business establishment”, is defined in such a way as to exclude an 
office in the home where expense of an office in the home would not qualify for 
deduction under the existing (pre-TRA ’84) law which continues in force and effect. 


BACKGROUND 


Prior to of TRA ’84, costs of tangible depreciable property placed in serv- 
ice after 1980 either in connection with a trade or business, or in connection with 
production of income from investments, could be recovered in deductions using the 
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ACRS method rather than the other methods of depreciation such as the straight 
line method. For example, automobiles under ACRS could be written off in three (8) 
years compared to five (5) years suggested under the conventional straight line 
method. Other tangible personal property under ACRS was eligible for five (5) year 
write off, rather than as the Conference Committee Report (see below) suggests, 
twelve (12) years. Furthermore, property placed in service as described included not 
only that which had business or investment use, but also property which could be 
used for personal purposes, e.g., for entertainment, recreation, amusement, for per- 
sonal transportation of persons or property. For example, personal home computers 
are adaptable to business and personal use. 

Furthermore, such business or investment use of property was eligible for ITC 
(generally 6% on autemobiles and 10% on other tangible personal property). Howev- 
er of the amount of the credit taken had to reduce the cost basis, for tax pur- 

of such property, unless a taxpayer elected to reduce the regular investment 
it percentage by two (2) points. Thus, the reducod credit would have been 8% 
for ry property other than three (8) year property and 4% for recovery prop- 
erty that is three (8) year property. If the election was made to reduce the regular 
investment tax credit, then 100% of eligible property would be considered qualified 
property to which an ITC percentage would apply. See § 48(qX4X(B) of the Internal 
Revenue Code (IRC). Other methods of depreciation continued to be in use for prop- 
erty which was purchased and ee ee such as the straight 
line method, the double declining balance method, the sum of the year’s digits meth- 
ods, and other “consistent methods” (§ 167(b) IRC), depending on the taxpayers pref- 
erence and election in the year the property was placed in service. The straight line 
biethad ob detraciation ceouired (hat the casi or otlier benis be reduced by cetimated 
salvage value, and the remainder was then deductible in equal annual amounts over 
the estimated useful life. Treasury tp on § 1.167(b)-1. The other methods re- 
quired either deduction for estimated salvage value, or that depreciation not go 
below a reasonable salvage value. Treasury Regulation § 1.167(b)-2. A major advan- 
of ACRS is that salvage value is disregarded in computing the ACRS allow- 
. In addition, up to $5,000.00 in total per year of the cost of such aseets could 

be itten off directly as an expense and not depreciated. § 179 IRC. 

Congress was concerned with high-priced motor vehicles being written off under 
the. ACRS method within three (3) years, while the vehicle essentially retained its 
full salvage value, and where a more economical vehicle could have been used to 
essentially provide the same business use. See Report of the Conference Committee, 
Section L “Miscellaneous Form Provisions” Subsection 3. While § 1250 IRC requires 
recapture of all the depreciation to the extent of salvage value actually realized in 
excess of the adjusted basis (cost lees depreciation taken), Congress still deemed this 
to be unsatisfactory 

Coriavana waa also <Gouscaeaied ‘willy: Goel write Okt oF Glline basiiees property: thal 
was used for personal purposes, and particularly where it was not prodominately 
(over 50%) used in connection with a trade or business or for the production of 
jane in investments. Conference Report, id. The House of Representatives initial- 

y passed limitations with respect to passenger automobiles costing in excess of 
gar 000.00, and reduced tax credits, ACRS and expensing. The Senate version, how- 
ever, W while similar to that of the House, limited the basis to $15,000.00. Initial pas- 
sage in both houses prohibited any depreciation or expense write off in excess of 
these limits. However, it is the understanding of the writer that the West German 
Government, acting on the prompting of Mercedes Benz, urged the Congress not to 
take such a drastic step which would be injurious to the economy of an ally of our 
country as a result of which, Senator Dole in a rather unprecedented move had the 
staff of the Committee research whether the Conference Committee could on its own 
initiate additional provisions that were not proviously passed by either house. Ap- 
parently the results of the research were favorable, because the Conference Commit- 
tee sent to both houses additional provisions, described below, which were passed, as 
a result of which, additional depreciation may be taken for automobiles after the 
first three (3) years, but under the old straight line method. Mercedes Benz seems to 
have gotten its way since a new five (5) year recovery period in the case of passen- 
ger automobiles takes into account the cost or other basis of the vehicle, written off 
over the straight line method but without regard to salvage value (see below). Con- 
gress apparently felt that this curbed the “abuse” even though the straight line 
method would have otherwise required that estimated salvage value be utilized. 
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TRA ’84 CHANGES 


The appre be claimed with respect to any passenger automo- 
bile (defined above 000.00. The actual credit, if lees than $1,000.00, would 
sites bs 65 af the coat saat al dius volte if tus taper clases aie (iia bee aes 
above), or 4% if the er does not so elect. 

The ACRS recovery deduction for the first taxable year in the recovery od is 
$4,000.00, and for the two years, $6,000.00 each (a total of $16,000 00) 


The foregoing limits on dspreciation and and ITC under ae ’84 are indexed for auto- 
mobile price tion, and rounded to the nearest $100 

A “passenger automobile” (defined above) can eatcas to be depreciated in its 
fourth and fifth on the unrecovered basis, but the straight line method must 
be. used. § 280F . The foregoing limitations are applied before application of rules 
relating to use not qualifying the property for such credit or recovery deduction, 
and also before the a ae of rules with respect to personal use. § 280F IRC. 

“Listed property” ( ne above) not only loses the , but is ineligible for re- 
covery of cost using A CRS (soe above) if business or trade use is 50% or low. 
stead, the cost of such vehicle must be written off over the rofits life, 
§ 312(kX3XA) IRC, the straight line method. See § 280F(b\2) IRC e Confer- 
ence Report confirms the lives to be Laoag as five (5) years in the case of automo- 
biles, si as twelve (12) years with respect to other “listed property”, — fo cer- 
tain computers: transportation equipment, etc. See Conference Re port, id 
value is disregarded but the half year convention must be used. § 312{K08XA) IRC. 

TRA ’84 also provides the a all or part of the ITC where d wie 4 = fl 
the recovery years, business usage drops to 50% or less. § 280F(bX3XA) en 
the business use test is no longer met, excess depreciation generated by use of ACRS 
is recaptured as ordinary income, ACRS may not thereafter be utilized, and for the 
remainder of useful life of an asset, the taxpayer must compute depreciation ony 
using the st t line basis, using and profits lives, but without 
salvage value. § 312(kX3XA) IRC and § 280F(bX3XA) IRC. See also Conference air 
id. The recovery of cost of passenger automobiles would be changed to five (5) years 
instead of three (3) years, and recovery of the cost of other “listed property” would 
be changed to twelve (12) years of five (5) years. 

The predominant business use (more than 50%) must be in a trade or business, 
and not for the production of income through investments, etc. § 280F(b) IRC. 
“Listed property” which any individual owns and uses in connection with his em- 
ployment for another is eligible for the TTC. and the ACRS deductions only if the 
employer requires it, in the words of TRA ’84, “. . . for the convenience of the em- 
ployer and required as a condition of employ: ent...” . § 280F(dX8XA) IRC, and see 
the Conference Report, id. The conferees indicated that they mean for such terms to 
have the same meaning as with respect to an exclusion from groes income for lodg- 
ing furnished to an employee. While the conferees take the position that this means 
the property must be required in order for an Spiers to properly perform the 
duties of his employment, they elaborate by stating that the requirement is not sat- 
isfied merely by a statement by the employer that it is so required. However, noth- 

ing in TRA ’84 or the Conference Report suggests that a provision in a legally en- 
forceable employment contract setting forth that requirement would not have signif- 
rain eestor? effect in determining whether the requirement was met. The con- 
ferees specifi intend that the requirement an ly the y slap aga of Dole vs. Com- 
missioner, 43 TO 697, aff'd 351 F.2d 308 (cir. B see nference Report, id. The 
Court held in that case cited by the Conference Coamities that a motor vehicle fur- 
nished to an Ee the employer was only used 50% for business, and that 
one-half of the fair rental value of the gutoesobile was additional income to the em- 


ployee. 
The ar fae provisions apply to cars put in oe or leases entered into, after 
June 18, 1 or cars purchased or leased under binding contracts that were in 
effect on that date, providing the vehicles are laced in service before 1985. 

TRA ’84 requires “contemporaneous” reco ping for local as well as long dis- 
ee ee cog: Ld, clot anche eeblapin-a we “listed prop- 
erty’. § 274(d) Both the ITC as well as all depreciation may be lost absent faiich 
records, § 274(d) IRC, except that the conferees intend that a reconstruction method 
may be used in the event records are lost due to circumstances beyond the taxpay- 
er’s ; control such as in a fire, flood, or earthquake. See the Conference Report, id. 
Reference is made by the conferees to a yer’s opportunity under present law to 
substantiate deductions listed on a return by some reasonable reconstruction of ex- 
penditures, and cited is Treasury Regulation 1.274-5(cX5). The conferees suggest 
records be kept ‘“‘with substantial accuracy”, and which reveal the business purpose, 
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unless this is clear from all the surrounding circumstances. The conferees further 
state: “With respect to automobiles, the logs recording the date of the trip and the 
a5 driven for business purposes must be kept.” 

’84 allews the IRS to issue a regulation exempting small amounts from rec- 
ordkeeping but whether this will happen is not known. It is significant that Con- 
gress provides no other type of oo (but see below—Safe Harbor Proposed). 

All return preparers must rly advise taxpayers of the contemporaneous rec- 
ordkeeping requirements, and must also obtain written confirmation signed by the 
taxpayer which certifies that adequate contemporaneous records supporting the de- 
ductions and credits exist; but absent such ee the preparers may not sign 
the return. § 6695(b) IRC and Conference Report, id. 

TRA ’84 requires that any portion of the underpayment of tax which is attributa- 
ble to failure 1 to comply with contem eous recordkeeping requirements is to be 
treated as due to negligence in an ce of clear and convincing evidence to the 
contrary. § 6653(h) IRC and Conference Report, id. The five percent (5%) penalty is 
computed vaohigher upon the tax attributable to those deductions and credits disal- 
lowed for lack of such records. The conferees further suggest that claiming deduc- 
tions and credits without any adequate recordkeeping basis may potentially also be 
. subject to the fraud penalty. Confocenke Report, id. Under the existing law, § 6653(b) 
IRC provides a fraud penalty of 50% of the amount of the underpayment plus 50% 
of the interest payable on the portion attributable to fraud. These are provisions in 
addition to criminal penalties provided in §§ 7201-7203 IRC. 

Although the conferees do not mention it, such underpayment if material enough 
may be the basis for imposition of the “no fault” penalty provided in § 6661 IRC. 
That section provides that if a corporate taxpayer underpays its tax by the greater 
of either ten percent (10%) of the amount required to be shown on a return or 
$10,000.00, or if a non-corporate taxpayer underpays its tax by the greater of either 
ten percent (10%) of the amount required to be shown on the return or $5,000.00, a 
penalty equal to ten percent (10%) = may be imposed, ae of the intent of the 
piel ee or whether it was due to negligence or fraud, and further that this “no 
fault” penalty is in addition to any other penalties that may be pupae: ie., by 
reason of negligence or fraud, etc. If potential for fraud is realized, and if criminal 

Segara results, there are additional criminal penalties as provided by §§ 7201- 

When one or more of these penalties is coupled with interest on the underpay- 
ment which at the Ladera is eleven percent (11%) compounded daily, the additional 
a rea the taxpayer ra ht have to pay, together with the underpa pian bate of tax re- 

from the logs of the deduction and/or credit would in all probability be quite 
eal le. The amount to be paid could be very material even if there is no finding 
of negligence or fraud. The array of weapons available to the Commissioner of Inter- 
nal Revenue to penalize a taxpayer for not keeping records has never been as great 
in federal tax law as it is today. 


SAFE HARBOR PROPOSED 


Not only because of the severe penalties and other punitive measures available to 
the Commissioner of Internal Revenue for failure to keep records properly concern- 
ing use of automobiles and other “listed property’, but also because it creates a very 
significant additional burden upon all taxpayers who utilize such property in a 
trade or business, and creates additional administrative burdens upon the auditing 
staff of the Internal Revenue Service, we suggest that an approach should be taken 
by way of new legislation, to modify or soften these recordkeeping requirements in 
those situations in which it makes good sense to do so. For example, a taxpayer who 
travels the same routes day after , or on some fixed schedule, should not be re- 
quired to endlessly repeat the same information in his diaries, logs and other 
records. Furthermore, taxpayers who reduce the potential for tax abuse by having 
or maintaining adequate property and facilities for personal transportation, enter- 
tainment, etc., should not be required to maintain as detailed a set of records as 
those erect who combine both business and personal usage of an item of listed 
prope 

For these reasons we propose, and urge that the reader of this article support, the 
introduction and the passage of new legislation to provide a “safe harbour’ from the 
new stringent recordkeeping requirements. As but one example, we suggest that 
where a taxpayer: 

‘ (a) Maintains one or more personal vehicles in addition to a vehicle utilized in 
usiness; 


49-094 0 - 85 - 13 
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(b) Kither does not deduct any commuting expenses to and from work or reim- 
burses his business for such commuting nses out of his own ; and 
gure uileation hens eens 


sufficient clarity a tments and other pemctliclive cates of the Aacal 
seam ae ta cue of te 
A similar type of modification should be fashioned in lieu of TRA ’84 recordkeep- 
ing requirements with regard to the other “listed property”. 


CONCLUSION 


For years many taxpayers fail to maintain contemporaneous records of automo- 
biles and other expenses, choosing instead to reconstruct such records if and when 
i A oa rc cy ena gps eg ple ee 
once see hy the Co ror considering the marked change in federal tax philosophy now 

Not only is a greater degree of provable business usage now required in order to 


potentially ing trend on the part of Congress to make detailed, burdensome 
recordkeeping an itional price in terms of time expended, which means less 
ductivity in the business of the taxpayer. Those who in past years 
declined to deduct entertainment expenses, even valid, upon a firm convic- 
tion that the great loss of uctivity in additional ing far spit 
the tax advantages, will er more anxiety as more and more and n 
business expenses become the subject of pores nightmares. eeiape the the 
sag ad of the federal ere, Soret in enacting these eile hap a at the 
pessoa, agg paperwor lification legislation, is govern- 
meat ahoall nal 


years have leas leas paperwork while private enterprise 
should incur more. 





STATEMENT OF INSPECTOR EDWARD J. SPURLOCK, COORDINATOR, PUBLIC SAFETY 
COALITION 


My name is Edward J. Spurlock and I am the Commander of the Repeat Offender 
Project of the Washington, D.C. Metropolitan Police De t. I am President of 
the Police Management Association , & nationwi sods or begs J organization 
of police managers and civilians with an interest in po. 

s statement is made on behalf of the Public Safety ‘Coalition, a recently formed 
tions. Members i 


: N : : 
Order of Police, Police” Association of the District of Columbia, National iffs’ As- 
sociation, National League of Cities, the United Federation of Police, and the Com- 
mand Officers tion. The Coalition is representing well over one hundred 
paper penn (100,000) public safety employees throughout the United States. A summa- 

a. lbp aeaprersisciel rg participating in the Pu Public Safety Coalition is to be found at the 
en 


The Coalition was  penaa to address the important law enforcement and public 
safety concerns generated by the Internal Revenue Service’s recent interpretation of 
531 Se ee ee ee ee eee ae ee 

’ proposed an rae tries Fone ions now appear to in partmen 
“take home” vehicles as “ ts” taxable to the pelice officers who take the 
pi home. (See 50 Fed. Reg _ 741, ans: 7, 1985; and 50 Fed. Reg. 7038, Febru- 


oceing condition fringe” under Code § 132(d), excluded from taxation to the police 


: The Coalition is writing this is statement in order to bring to the attention of Con- 
gl cn pipet endpaper rarintigry Hensel a ey 
enforcement programs around the country involving take home police vehicles. 
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Following a successful program in Indianapolis, Indiana, in the late 1960's, in- 
creasing numbers of progressive state and local governments have instituted pro- 
grams which are known generically as “take home cruiser programs.” While these 

can be found in great varieties, a common factor is that the officer drives 

ome a police vehicle which is equipped with a police radio rather than driving a 
private car, and is encouraged to drive the police vehicle within the jurisdiction for 
his off duty use. The vast majority of the vehicles taken home under such 
. are marked as police vehicles and are readily recognizable as such by the general 
public. Such use of a police vehicle is a direct and important benefit to the police 
department and to the public, as will be seen below. 

A primary public benefit of these programs involves the proliferation and in- 
crease visibility of police vehicles on the street. It has been estimated that such pro- 
grams triple the number of police vehicles on the street. These programs have been 
effective in crime reduction and have led to increased public perception of safety in 
our communities. The deterrent effects of preventive patrol, a scarce and expensive 
public resource, are multiplied under the take home cruiser programs. 

Virtually all of the roughly 14,000 police departments in this country require a 24 
hour a day, seven day a week commitment from their officers. That is, the officers 
are required to intervene in crimes in progress they may see, even if the officers are 
“off duty.” In the District of Columbia, for example, the off duty officer can be pros- 
ecuted for not taking appropriate police action. 

For a police officer to be on the road in a police vehicle rather than in the offi- 
cer’s private car serves vital law enforcement interests. The police vehicle is 
equipped with radio communications linking the officer to headquarters. The “off 
duty’ officer who sees a crime in progress, and who, let us remember, is obligated 

the department to respond, can radio headquarters to summon additional officers 
if he sees the need for it while he is in the take-home police vehicle. This increases 
the officer’s own safety, that of the public, and the effectiveness of the police re- 
sponse. 

It can readily be seen that police vehicles are in a class by themselves as far as 
the alleged “benefit” to the officer from use of the vehicle for commuting and other 
personal purposes is concerned. Use of such vehicles is accompanied by serious law 
aaa obligations and risks that are not present in other organizational vehi- 

es. 

We cannot believe that Congress intended through the fringe benefits tax statute 
to threaten these important and innovative ashe oy which help to safeguard the 
public. Accordingly, the Coalition urges the ition of an amendment to § 132 of 
the Internal Revenue Code specifying that use of a government owned vehicle used 
by law enforcement personnel pursuant to governmental or law enforecement guide- 
lines or requirements is a “working condition fringe” under § 132(d) of the Code. 


SUMMARY OF PUBLIC SAFETY COALITION ORGANIZATIONS 


Police Management Association (PMA), 1001 22nd Street NW., Suite 200, Wash- 
a (202) 838-1460 Contact: E. Roberta Lesh, Executive Director. 
ational Association of Police Organizations (NAPO), 3101 South Street, NW., 
Washington, DC 20007, (202) 337-7511 Contact: Ira Lechner, Legislative Counsel. 
Police Executive Research Forum (PERF), 2300 M Street, NW., Suite 910, Wash- 
angion, DC 20087, (202) 466-7820 Contact: Gary Hayes, Executive Director. 
ational Institute of Policing (NIP), 2300 M Street, NW., Suite 910, Washington, 
DC 20037, (202) 466-7827 Contact: Mayor Thomas H. Cook, Chairman. 
Fraternal Order of Police (FOP), 5613 Belair Road, Baltimore, MD 21206, (405) 
523-1425 Contact: Richard A. Boyd, National President. 
Police Association of the District of Columbia, 2701 Pennsylvania Avenue, SE., 
Washington, DC 20020, (202) 582-4620 Contact: Patrick O’Brien, President. 
National Sheriffs’ Association, 1450 Duke Street, Alexandria, VA e814, (703) 836- 
7827 Contact: L. Cary Bittick, Executive Director. 
National League of Cities, 1801 Pennsylvania Avenue, NW., Washington, DC 
20020, (202) 626-3000 Contact: Laurie Micciche, Legislative Counsel. 
Command Officers Association, Prince George’s County Police Department, 601 S. 
W. Crain ee: Upper Marlboro, MD 20772, (801) 249-7100 Contact: George Rob- 


inson, 
United Federation of pom 117 C Street, SE., Washington, DC 20003, (202) 546- 
9100 Contact: Robert D. Gordon, Legislative Representative for Federal 
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STATEMENT OF Hon. James H. , A REPRESENTATIVE IN CONGRESS FROM THE 
ATE OF 


Mr. Chairman and members of the committee, I appreciate this opportunity to 
urge you to take prompt action to repeal the so-called “contemporaneous record- 
keeping” provisions of last year’s tax bill regarding the use of automobiles and 
other property used for business purposes. I have sponsored a bill regarding the use 
of automobiles and other i pices used for business Lpgacepr I have sponsored a 
ieee re these provisions and I ask the committee to sup- 
this effort. — 


As you know, the Internal Revenue Service has been back ing on its own 
recordkeeping regulations since they were written last year. h new at- 
tempt by the IRS to waterdown and make lees objectionable the burden placed on 
businessmen and businesswomen only serves to demonstrate that this section of the 
tax code is impractical and should be repealed. 

The original IRS rules required @ diary or «journal with separate entries made 
every ane eee pe , such as a car or truck, is used for any purpose. The 
Grisea or the ainount of ties ceed, and the epecifie parpeos of the das. Any pereunal 

ven or the amoun e and the purpose e use. perso: 
use of the car, for example, would also have to be recorded in detail at the time of 


use. 

This sort of overkill is bureaucratic nit-picking and government red tape at its 
worst. Really, the hard-working businessman and businesswomen, the farmers, the 
salespeople, the electricians, the plumbers and many others, do not have the time to 
keep such needless records for the government tax collectors. They are too busy 
trying to earn a living and the government should not be permitted to put them 
through this i ieee yess : 

The outcry of these regulations have brought about is justified. The IRS is 
attempting to im an unneeded and time-consuming hardship on American citi- 
zens at a time an, i the majority of taxpayers are seeking ways to streamline the 
tax structure rather than complicate it. 

The solution lies at hand. I ask the committee to act to epee these provisions of 
last year’s tax bill and return to the familiar standard of “adequate records or suffi- 
cient evidence corroborating his own statement.” This previous standard has served 
us well for many years. It can continue to serve us well in the future. 





Cuicaao, IL, March 6, 1985. 


JosePH K. DowLey, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

In addition to being an “Enrolled Federal Tax Accountant”, I am the Administra- 
tor of the Enrolled Federal Tax Accountant Institute, which is the Accrediting Body 
who license practitioners in the Federal Tax Practice Profession who desire to be 
Authorized and duly Licensed by the Institute to be designated to use the Service 
Mark: “Enrolled Federal Tax Accountant”. 

I agree with your Chairman Dan Rostenkowski that many, not some, small busi- 
ness persons with legitimate busines expenses will be unduly burdened by the new 
substantiation requirements in the 1984 Tax Reform Act. 

I also agree with Chairman James Abdnor of the U.S. Senate Appropriations Sub- 
committee that even the newly-revised proposals are too narrowly drawn to elimi- 
nate the bookkeeping burden for many businesspersons and farmers who continue 
to seek repeal of the ised Regulations and e Section. 

It seems quite obvious to me that the newly-revised temporary and proposed IRS 

tions should not go into effect until Jan 1, 1986, since it is not possible to 
e these regulations retroactive to the start of 1985. Nor is it fair to do so. 

Kindly acknowledge receipt of these comments and mail me two copies of the 
Printed Record as soon as they are available. 

S.A. Rusu, E.F.T.A. 


Attachment. 
THe ENROLLED FEDERAL Tax ACCOUNTANT 


WHAT HE/SHE IS AND WHAT HE/SHE CAN DO FOR YOU, THE TAXPAYER 


The Department of the Treasury, Internal Revenue Service, recognizes only three 
categories of tax practitioners who may represent all taxpayers through all. of the 


351 


levels, including the District Conference and the Appellate Division. These are: at- 
torney, qualified certified public accountants, and enrolled agents. 

An Cer A” is an Accredited Member of the National Association of Enrolled Fed- 
eral Tax Accountants, which is the only national organization that limits its mem- 
papel to those persons who have the written 7 anges enrollment exam of 
the or to others who have the written exam, for non-lawyers, who desire 
to be admitted to practice, before the Tax Court of the United States. An “EFTA” is 
a Federally-licensed professional tax practitioner who is entitled to practice, as an 
agent of a taxpayer, before the IRS. He has demonstrated special competence in 
Federal Tax Matters, by written exam administered by the or the Tax Court of 
the United States. 


RoGers ASSOCIATES MECHANICAL SALES, 
DeSoto, TX, March 1, 1985. 
MARTIN F RosT, 
Congress of the United States, House of Representatives, Longworth House Office 
Building, Washington, DC. 

CONGRESSMAN F Rost: I would first like to thank you for answering my letter con- 
cerning IRS regulations governing records-keeping for the use of automobiles. 

I must admit that there is a need for modification of not only this law, but many 
others which have allowed t abuses of our tax system. However, we do not 
need such revisions that would not only increase the amount of non-productive 
paper work but also increase the number of IRS employees, etc. to enforce or verify 
these records. Also, this would further increase the cost of Government, which is 
already way beyond our control. 

I believe that a simple solution can be found. I think that the $16,000.00 limit is 
fair. Also, company cars that are furnished to employees who do not use the car for 
business purposes should be shown as income without tax deduction benefit. Howev- 
er, those who use their automobiles in service, sales, etc., regardless if the vehicle is 
taken home each night, should not suffer because of others. As you know in our 
area, businesses are sometimes very far apart, even within a Metroplex area, 
making it much more feasible for employees and owners to go directly from home to 
service calls, job calls, etc., before going into the office, if at all. Thus reducing the 
cost of operation. 

Thanks again for listening and responding. 


Very truly yours, 
| re Jerry P. RoGErs. 
P.S.—I would also enco you to help reduce the National Deposit by cutting 
both Domestic spending that Pres. Reagan has proposed and the Military budget in 


areas of Foreign Aid and wasteful government specifications of contract items. Let 
private industries sell the Government competitive weapons and materials which 
they have developed with their own R & D monies. This would reduce fraud and 
encourage growth in the private sector. 





STATEMENT OF Hon. ELDON Rupp, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF ARIZONA . 


Mr. Chairman, members of the committee, I thank you for the opportunity to 
appear before you today to share my concerns about the “adequate contemporane- 
ous rctemapen ped ’ requirements of year’s Deficit Reduction Act. 

Like my colleagues and, I am sure, like all of you, I have been inundated with 
complaints from my constituents about these new rules, and rightly so. These auto- 
mobile reporting requirements are unnecessarily burdensome, costly and time-con- 

ing. Let me share just some of the adjectives used time and again by business- 
men in my district in describing the new rules—“outrageous,” “extremely harsh,” 
“‘a paperwork nightmare,” “pure harrassment.” 

e general manager of a glass company in Phoenix described it as interferi 
“with business to the extent of loss of man hours to the detriment of all of us. 

The president of a nursery products company cited it as “just one more example 
of an ever increasing expenditure of time and resources by the American business 
person, not to generate a better American economy, but to feed the insatiable appe- 
tite for reports and forms by the paper hungry Federal bureaucracy.” 

The owner of an employee benefit consulting firm observed, “the lawmakers have 


again successfully managed to dig even deeper into our pockets.” 
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And a representative of a land exchange company declared, “it is costing the 
American eomany millions of man hours of productivity loss daily.” 

Indeed, at the Small Business Committee hearing on February 8th, more than 20 
witnesses described the loss of productivity on account of these new requirements. It 
is estimated that the cost imposed on business and consumers as a result of the re- 

uirements will be some $7 billion, yet only net the treasury slightly more than 
100 million. 

These problems will not be rectified by the changes announced recently by the 
Internal Revenue Service. The proposed modifications simply carve out narrow ex- 
ceptions to the requirements while leaving whole segments of affected taxpayers un- 
justifiably burdened by the new rules. 

While improved compliance with tax law is clearly an important objective, the in- 
creased paperwork requirements of this change will run counter to our efforts to 
ensure regulatory relief for our citizens. We would be fooling ourselves to think that 
imposing these burdensome requirements will improve compliance. Most likely, they 
could well result in the falsification of records by persons trying to comply, or dis- 
courage individuals from using the tax credit or deduction altogether. The new rec- 
ordkeeping requirements will be injurious to the economy, particularly to small 
business, discouraging business initiative and imposing new costs. 

As a cosponsor of legislation to repeal these onerous new rules, I strongly urge 
the committee’s early action to relieve American taxpayers of this unnecessary and 
costly burden. 


CHATTANOOGA, TN, March 1, 1985. 
JOSEPH K. DowLEy, | 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

Dear Mr. Dowtey: After President Reagan’s recent re-election in November, 
1984, my spirits were raised for the American economy in general for a brief period 
of time. I surmized that with such a mandate, surely congress could get their act 
together with such strong leadership that President Reagan offers and put the econ- 
omy on a long term up-swing. I had hoped that congress wold put their house “in 
order’. After listening to the recent hearings about the budget, I once again have 
become dismayed. It appears that there are certain “sacred cows” that are not going 
to be touched. Congress discourages me because it appears that nothing ever seems 
to be accomplished. It appears that certain programs are untouchable and these are 
the types of programs that cause the deficits. 

When it is all said and done, it is not the rich or the poor that pay the taxes, it is 
the average working American family that abides by the time-honored ‘work 
ethic”. I own a small to middle size corporation, employing ten people. I see between 
sixty and eighty patients per day and work an average of a twelve to thirteen hours 
per work day, five days a week. I pay my taxes on time and provide jobs for ten 
talented people who work in my office. I pay city, county, local and federal taxes, 
and provide a valuable (or at least I think) resource to our local community. I am a 
2 toes pion that feels that hard work will overcome adversity and eventually 

pay off. 

In my business-type, logical way of thinking, I would surmize that if I am one of 
hard working Americans who is paying all these bills, then I ought to be given some 
consideration in doing my job. This is probably a naive way of thinking. If citizens 
are productive then they ought to be given incentives to keep doing the hard work 
and productive work that keeps this economy going. For this reason, I was absolute- 
ly amazed at the recent Internal Revenue Services ruling concerning the accounting 
for the use of business cars in the US. for either individuals or corporations. 

Since I am a corporation, I do have a business vehicle which is used primarily for 
business through my office. It appears that if we are to adhere to the new rulings, I 
will spend more time keeping records for my car than I will be producing income in 
my office. It is outrageous to think that every time you step into your automobile 
that you need to spend that much time accounting for your mileage. All of us who 
honestly use business vehicles during the year simply declare a percentage and pay 
part of it personally and part of it through the business. This is declared on our 
income tax as a very simple procedure. With all the scandels that seem to erupt 
daily concerning government overruns, wasted money, etc., it appears to be ludi- 
crous to penalize the average hard working business man because of the business 
use of an automobile. In fact, this ruling would be impossible to police, and I think 
that most people in congress know that. Why put the burden on the guy wo is pro- 
ducing the income? Give us guys a break and please realize that we are the ones 


353 


phat ie 4 the income. We are ly working much harder than most of the 
people who receive money from federal budget. I know the “silent majority’ is a 
cliche, but it actually is true. There are millions of us who are honest, hard working 
peorte who feed our families, raise and educate our children and go to work every 

y and pay our taxes. I would ch Ss that the government just leave us alone and 
we will continue doing what we have always done honestly all of our lives. Just 
don’t “bug” us with the paperwork that requires our time away from already ex- 
tremely over-burdened business schedules. These records are impossible to keep and 
eventually will become almost unenforceable. 

Thank you for your time and I hope that my common sense approach will have 


some (hopefully not insignificant) impact on the decision that effects millions 
hard working people. 
Sincerely, - 


STEPHEN M. Sawai, D.D.S., MS. 


SBH Corp., 
Palo Alto, CA, March 21, 1985. 
Mr. JoserH Dow Ley, 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
louse Office Building, Washington, DC. 

Dear Mr. Dow ey: I am in opposition to the recordkeeping requirements for busi- 
ness use of automobiles. These requirements impose an unfair burden on small busi- 
nessmen such as myself and my colleagues in our trade association, Auto Interna- 
cional Association (AIA). 

The requirements are burdensome because (1) Ba are difficult to interpret, (2) 
compliance is extremely time consuming for a business, and (8) the cost of 
compliance is greater than the deductions to which we are entitled. 

I urge you and the Committee on Ways and Means to take immediate action to 
repeal contemporaneous recordkeeping requirements. 


Very truly yours, 
STEPHEN B. Herrick, President. 


WaukEsna, WI, February 26, 1985. 
Mr. Joserpy K. DowLey, — 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

Deak Mr. Dow ey: I am writing in regards to your meeting on Recordkeeping 
Rules. I would like my letter read at your meeting. 

I am an owner of a small business, our sales in 1984 were $865,000, on which we 
lost $20,000. The salary my partner and I took was only $13,000 each; and the corpo- 
ration could not even afford that. We own and operate a beauty supply company 
and several beauty salons. 

We have three ag? port vehicles which are utilized by my partner, another sales 

rson, and myself. Both my partner and the salesperson will end up taking the 

0% as personal income, so as not to have to keep the horrendous records required 
by the revised IRS rules recently released. 

I am on the read about 40% of my time, and the remainder is in the office. As I 
understand the revised rules, I will be expected to maintain a record, listing person- 
al VS business. This requirement takes one to two hours of my time per week. I~" ~- 
already work 60 plus hours per week just to pay my bills. 

I would like to ask you peore several questions. What are you allowed in your 
bndget for auto expense? you honestly a the mileage records as is re- 
baa of me? Do you actually keep the records, or do you have a staff person 

e it? 

Your budget becomes rather open ended as you can just legislate more dollars to 
cover the cost of someone’s time. When you are in business and the only money 
available is your own, you have to make do or go out of business. 

I feel the entire program is excessive in ts paperwork requirements. The amount 
of tax dollars you can possibly receive cannot cover the cost of this program to busi- 
ness people. It cannot even cover the cost of the time you are Racor debating its 
merits! 

If you want more dollars raise the tax rates; it-would cost less in the long run. 

I really would like a response as to how many senators and congressmen personal- 
ly keep these records and recap the record themselves. 
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If you people continue as you are; raising taxes, ing paperwork, and expense to 
business, and spending in excess of the amount you co ; you will drive me and 
tens of thousands like me out of business. Then who will you harass? You may con- 
sider this a drastic statement. But, consider this; how long could you live on my 


Losing respect, 
RAYMOND F. ScHEIFEN, Accountant. 





Sueer Meta & Arr ConnITIONING ConTRACTORS’ NATIONAL ASSOCIATION, 
Vienna, VA, March 12, 1985. 
Hon. DAN RostENKOWSKI, 
Chairman, Ways and Means Committee, House of Representatives, Washington, DC. 
Dear CHAIRMAN RosTENKOwsKI: As President of the Sheet Metal and Air Condi- 
tioning Contractors’ National Association (SMACNA), representing 2,500 construc- 
tion contracting corporations nationwide, I want to submit the attached testimony 
for the March 5 hearing record, ing our strong opposition to the Internal 
Revenue Service's temporary proposed tions ing multiuse business vehi- 
cles. From a small business pe ive, and SMACNA re nts mostly smaller 
contractors the regulations would be far too burdensome. The proposed rules 
and bag “he regulations would clearly pose a severe hardship to firms in our in- 
dustry. Therefore, SMACNA seeks your support for repealing the “contemporane- 
ous” recordkee ing requirements and the tax preparer penalty set forth in the Tax 
ReVhile the TRS has eased th riginal regula posed | 
ile the e origi temporary tions pro to imple- 
ment the recordkeepi pecurenents: the newly published coanges fail to resolve 
the difficulties created e original recordkeeping regulations. Therefore, legisla- 
tive action to repeal the requirements that IRS has misused in issuing the regula- 
none i the only Sse re . me 
closing, we would appreciate e support you can provide in lifting the regu- 
latory burden from the ped joao small business construction contractor. 
Please feel free to contact my office or Stan Kolbe, SMACNA Director of Govern- 
mental Affairs, if we can assist you in repealing these unrealistic, unworkable and 
unnecessary regulatory requirements. 
Sincerely, | 
Lege G. Kar., President. 
Enclosure. 


Mr. Chairman, members of the House Way and Means Committee, the Sheet 
Metal and Air Conditioning Contractors’ National Association (SMACNA) appreci- 
ates this opportunity to submit testimony on an issue of vital importance to the con- 
struction industry, indeed, all small business. SMACNA represents 2,500 construc- 
tion contracting corporations nationwide, concentrating on commerical and industri- 
al construction projects. While SMACNA consists of large and smal] compa- 
nies, both of which will be harmed by the Th opera IRS temporary proposed — 
lations, a majority of our members are small businesses with a great concern for the 


roblems of over- tion, excessive paperwork and other threats to im pro- 
uctivity. Overwhelming oppostion amongst our members to the Internal Revenue 
Service vehicle tions can be found in all corners of the nation in businesses of 


every size. Therefore, SMACNA urges continued Congressional support to repeal 
section 1-1%b) and (c) of the 1984 Tax Reform Act. 


BACKGROUND 


On October 29, 1984, the Department of Treasury and the IRS issued pro the 
temporary regulations defining yp ph tag te requirements for business vehicle use, 
to implement certain provisions of the Tax Reform Act of 1984. The scope of the 
regulations encompassed automobiles, trucks, vans and specific investment tax 
credit treatment for each based upon the use by the owner/operator. Specifically, 

enacted in the 1984 Act, under section 274(d), requiring taxpay- 
ers in justify travel and entertainment expenditures through adequate, contempora- 
neous ; 

On January tat, the cit bomaboanaider of the temporary IRS regulations took effect 
describing the necessary documentation the taypayer must be pre to provide 
the IRS to qualify business vehicles for tax purposes. These tions require a 
small business to maintain a log or diary detailing business use of all vehicles in ita 
possession designated as business vehicles. Briefly, the following information is to be 
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entered into the log at the time of vehicle use: (1) date; (2) name of the user: (8) 
number of miles or amount of time vehicle in use; and, (4) exact purpose. 


REVISED REGULATIONS 
On February 20, IRS revised earlier regulations yet left in effect most of the in- 
uitable that characterized the original regulations. 


ceptions to original recordkeeping rules now apply in four situations: 

Operators of farm vehicles have the options of keeping track of nonbusiness use 
ry ot Reerine no records and assuming the vehicle is usedf for business 80 percent 

e time. 

. _ No records are needed for company vehicles that are not used for any personal 
driving except, for example, to go to lunch. 

No records are needed for company, or whose only personal use is by a pees 
driving to and from work, provided that pa ark rege account for the value of that use 
each work day. (Employers are required to withhold 20 percent of the cash value of 
this benefit each quarter.) 

Taxpayers who spond most of their day behind the wheel on service or sales calls 
can qualify for a deduction by keeping track of just their personal trips, or they may 
keep no records and assume that the car is used for business 70 percent of the time 
(80 percent of the time for trucks and commercial-use vehicles). 

Single entries for periods of uninterrupted business use or for an extended trip 
away from home will be permitted, says an IRS spokesman. 

ere are several aspects of the law SMACNA still finds unacceptable. 

The rule changes do not provide an adequate definition of what constitutes “sales 
and service” for Oo recoraseening requirements; 

The rovisions do not deal with use of computers or airplanes; 

Business people not wanting to settle for the assumption of 80 percent business 
use in the absence of detailed records would still have to maintain such records to 
Mis evade of b ther by failing 

e es set one type usiness against another iling to i 
that people doi hi? Phar signed jobs might have sharply different patterns of busi- 
ness use of vehicles. This is particularly true for the construction industry. 

The revised rules set one type of businees against another by failing to oe 
that people doing very similar jobs might have sharply different naira of busi- 
ness use of vehicles. This is particularly true for the construction industry. 

While this requirement may seem satisfactory and workable to those whose busi- 
ness is thinking up regulations, in the real world of construction, and especially for 
small business construction firms, the log requirement is unfair burdensome and 
grossly impractical. In fact, it becomes such a barrier to compliance with the law 
that, if unpremented, these businesses undoubtedly will end up losing substantial le- 
gitimate deductions through the sheer impossibility of compliance under these 
unduly restrictive regulations. Given the extremely low level of profitability in our 
reentrt 4 | ea , in the last few years, it is probable that the difficulty in comply- 
on ge ese rules could result in a major increase in contractor business failures. 
1984, without these burdensome regulations, was a record year for construction in- 
d business failures according to Dun and Bradstreet Corporation. Further red 
a 1s the jeast important “favor” IRS can do for small business. 

F fou age pes ce or. small —— ae akin Arde yal 

en ry ry paperwor uirements in wage and tax reco 
safety regulations, nenaibn law, affarmative action rules, preferential procurement 
pc and a host of other totally unproductive federally mandated reporting 
chores 


COST OF COMPLIANCE 


Small businesses, generally, are least able to understand these new requirements 
and to afford the costs of the added recordkeeping. Furthermore, these paper-gener- 
— provisions are interrupting normal business operations and are unlikely to 

t in an appreciable increase in tax revenues. We join others in the business 
community that question Treasury estimates of $105 milli ion in increased revenues 
in fiscal year 1985, as it is already illegal to deduct expenses for the personal use of 
such items as automobiles and computers. In addition, this revenue estimate must 
be ced with what it will cost businesses to comply with these requirements. A 
conservative estimate by the National Society of Public Accountants of $500 a year 
for each of this nation’s 14 million small businesses, would indicate a cost of close to 
$7 billion a year for this segment of the business community alone. An even more 
conservative estimate of $100 a year for each of the country’s small businesses 
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would indicate a cost of $1.4 billion a year—etill far in exceas of the Treasury's esti- 
mates of increased revenues. 


CONSTRUCTION VEHICLES 


The vehicles utilized by the sheet metal and air conditioning contractors are serv- 
ice vehicles, outfitted for construction. Often these vehicles are specifically designed 
for particular types or aspects of the construction process and have customized de- 
signs, including tool compartments and mechanical attachments. They are obviously 
not outfitted for recreational or family use or casual personal errands. 

Also objectionable to the construction industry is the IRS requirement that serv- 
ice vehicles be parked on company property after-hours. A serious problem arises 
when contractors offer maintenance or emergency service 24-hour a day. This de- 
mands that the contractors’ employees have constant access to fully equipped com- 
pany vehicles. To comply with the IRS requirement employees would either travel 
back to the business office for soso nog equipment phe to driving to the emer- 
gency site or be charged for personal use as the result of taking the vehicle home 
with them. The other alternative is the termination ce all heating, ventilating and 
air conditioning emergency service. Clearly, none of the above options is as practical 
or cost-effective as the current method of allowing emergency service employees to 
take vehicles home with them. To penalize the contractor because his business re- 
quires providing on-call, cost-effective emergency service makes little sense. Further, 

to characterize this type of business service as commuting or tax evasion, as the IRS 
is without basis. 

Beyond the unfairness of the aos to small business construction contractors, 
Congress should examine its fla logic concerning vehicle and equipment securi- 
ty. In most cases business employers require employees to take vehicles home to 
safeguard the vehicle and the highly valuable contents. The alternative is to park 
the vehicles and expensive cargo in lots where vandalism is the rule rather than the 
exception. To ish employers to purchase new parking facilities, hire security 
personnel, and substantially increase insurance coverage to correct an abuse that 
doesn’t exist is impossible to justify. While there was no paperwork reduction or 
regulatory flexibility aiialveis: done on the regulations, it appears that even a 
common sense analysis was ignored. 


THE IMPACT OF IMPRACTICAL REGULATIONS 


Excerpts from letters written by contractors should illustrate the unrealistic 

nature of these regulations. One of our contractors wrote in a letter to his 

man, “We are still engaged in a business that uses vehicles that in no way could be 
Ginididared (0: be Gessonnl: by uliy atreteh oF this aineciiation: These vehicles, if kept 
at our place of business overnight, would be subj to the possibilities of theft 
and vandalism, not to say anything about the added expense to the consumer, as a 
result of the individual not being able to be dispatched directly to the job from his 
home. This is particularly true, in light of the fact that we advertise regularly, that 
we provide 24 hour emergency service. Naturally, one or more of our people are on- 
call day and night, and any number of them are subject to “call out” in the middle 
of the night to take care of emergency situations. This has been particularly true in 
severe winter conditions, such as we are experiencing right now. 

To suggest that our fellows leave their trucks at the place of business, where they 
may have to drive through severe snow and other icy conditions to get to our shop 

Pf then hoping that the vehicle will still start, sending that vehicle and the serv- 
iceman to a homeowner, whose pipes are frozen, or whose furnace will not heat any 
longer, is adding a significant cost to the charges we must make to the consumer. In 
an era when the consumer already perceives us as ay overpriced many times, we 
feel this additional financial burden is too much to ask. 

Another small business contractor wrote the IRS, “The published regulations, by 
IRS, providing guidance in compliance to the Tax Reform Act of 1984, and the Tax 
Reform itself, as it related to deductibility of company vehicles, has already imposed 
a severe and punitive penalty to my company, a small business by any definition. I 
am a plumbing, heating, air conditioning and sheet metal contractor. 

The very nature of our business demands that we have company vans and — 
to conduct our business. Often these trucks and vans, depending on how the 
fitted with special lifting devices, etc., sia tiempo imposed by the Act. y no 
means could these vehicles be used personall anyone in our business. One visit 
to our shop would convince the most skeptical believer.’ 
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Another letter details why storing vehicles on business premises is impractical 
and costly, “It is rarely practical for vehicles to be stored at our shop, which is 
remote from the areas most of our employees live. It is impractical for two reasons: 

(1) Left on our premises, we have no economical means to protect them against 
theft, vandalism, or other perils. If they are stored overiight at the employees 
home, then we can at least minimize our exposure, since a thief or vandal would 
probably only strike at that location and not twenty or twenty-five. This, of course, 
reduces our insurance premiums by keeping our experiences low. 

(2) Most of our employees are subject to call 24 hours per day, and often are called 
out in the middle of the night to solve a plumbing, heating or air conditioning prob- 
lem. Many businesses and families depend on our 24 hour service and we have a 
reputation in our community of responding rapidly to emergency calls. If we had to 
store our vehicles at our shop, it not only would cause a great deal of difficulty in 
responding to those calls in a timely and efficient Manner but, would add consider- 
able costs to the customers invoice.” 


CONCLUSION 


Construction subcontractors in the sheet metal and air conditioning industry have 
not complained in the past when the prior law required adequate substantiation of 
expenses. Previously, service vehicles used in an obvious business situation only de- 
manded invoices for customers serviced or visited and some record of sales to fulfill 
the adequate recordkeeping requirement justifying business use. The new IRS re- 
quirement, aimed at clarifying the gray areas of the old law, goes far beyond what 
is necessary and has created the paperwork nightmare under examination by the 
Committee. 

As mentioned earlier in our remarks, the proposed temporary regulations for rec- 
ordkeeping could cost businesses over $7 billion to eliminate the $110-140 million in 
“gray area’ abuses that IRS claims exist. The $7 billion includes only the estimated 
paperwork and ignores lost productivity, higher insurance rates, parking lot acqisi- 
tions, increased security expenses, and many other costs directly associated with the 
regulations. ; : 

Due to the exorbitant increase in business paperwork and associated costs, we feel 
the IRS regulations must be repealed. When combined with the reduced efficiency 
and productivity that would result for already over-regulated small contractors, we 
see no other message to send the IRS. The goals of this Administration and Con- 
gress are to get government off the back of business and reduce paperwork and red 
tape. We agree. Therefore, Congress and this Committee should repeal the IRS regu- 
lation and include legislative language preventing situations similar to this one 
from occurring again. 

Thank you. 





STATEMENT OF SHONEY’S, INC. 


Shoney’s, Inc. operates and franchises a chain of 1,188 restaurants and 18 Shon- 
ey’s Inns in 32 states. In connection with these operations, the Company owns ap- 
proximtely 475 automobiles which are provided to company employees for their use 
in performing assigned duties. The recently released temporary treasury regulations 

ing fringe benefits, and specifically employee's use of company provided vehi- 
cles, is extremely burdensome in the Company’s opinion. 

The American system of taxation is generally based on voluntary tapayer compli- 
ance. The new regulations place a heavy burden on employers to monitor tax com- 
pliance rather than relying on the voluntary compliance of the employees. The new 

ions have caused significant bookkeeping problems with an increased time 
commitment by both management and clerical personnel. 

The Company commends the treasury for the recent easing of regulations relative 
to Company cars. However, we believe additional changes or repeal would be proper 
at this time. The repeal would place the burden on individual taxpayers to comply. 
Additional changes we might recommend absent a repeal would include a flat rate 
for personal use value for persons not involved in numerous business stops during 
the day. An example would be an arbitrary 30% personal use percentage with a flat 
dollar per day commuting value. 
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STATEMENT OF Hon. Inez SKELTON, A REPRESENTATIVE IN CONGRESS From THE STATE 
OF Missouri 


Mr. Chairman, Members of the Committee, thank you for this opportunity to 
present testimony before you today. 

I am here as a Chairman for the Condieesioeal Rival’ Cancis. ea e\enokesuan fc 
the farmers and small businesses in my congressional district an Fae as the 
author of H.R. 707 which has been vofetted to the Committee. “My bill, H.R. 707, 
would ir a the contemporaneous recordkeeping moauirecoent for automobiles and 

cce hearings serve the important purpose of fl ches, Baraca hrhiesdpiadhdl peat 
so dramatically affected by this new law and es the chance to have 
their complaints heard and then, finally, have the imposition of these new rules 
fully considered on their merits. 

Rural areas are hard hit by the contemporaneous recordkeeping requirement be- 
cause of the distances involved in routine travel, because of a ‘leck of alternative 
means of transportation and because of the nature of the work Fats do. Farmers, for 
example, must use their trucks to a great extent just dapat Ar m point to point on 
their own farm. Farmers have their cars and trucks le at home but their 
home is their business. A number of chores normally associated with non-business 
activities are business related in a farm sense: trips to town to pick up parts, seed 
and groceries for the family and the hired hands. The trips defy separation into 
business and non-business purposes. To be sure, the 70 percent business use rule (80 

ae for trucks) and the one entry for pooenc i a business use rule that the 

poses will be helpful, but not ney 

Oro 2 cael arming rural employees there may be a Substanti business purpose in 
cone ee oe kee Compeny ae ee A small businessman in a small 
town who has a company car may have a sizeable area to cover. It makes less sense 
for him to come into a main office to get his assignment and his car than it does for 
his urban counterpart. This is because of the distances involved and also lack of al- 
ternative rtation in the rural communities (no buses, no commuter trains, no 
co peo ne ays) and it is simply not as easy for the rural dweller to get to his 


BR er! Oi often suits the employer better to have his Mid redt pel mer bg on the job on the 
r than reporting in the office. This is particularly true for public service 
profeasions where immediate response or visibility is an integral part of the e job. Po- 

cemen in small towns serve the community by their cars home. Not only 
does it stretch available resources and provide in police presence, but it also 
keeps the police on twenty four hour call to serve the taxpayers. In our view, they 
should not have to pay an additional amount for this service. 

Again, I would like to thank the committee for taking up this issue. It is my hope 
that when these regulations are iy reviewed, we can find a solution that taxes 
everyone fairly without any undue influence on those who serve us s0 well. 





CHaTranooca, TN, March 7, 1985. 


DowLey, 
Chicf Conheel Committee on Ways and Means, House of Representatives, Longworth 
ouse Office Building, Washington, DC. 

Dear Mr. Dow ey: On behalf of the Small Business Council of America, Inc., we 
are submitting written comments on the recently enacted record keeping require- 
ments = popmesn rect — chara eetnein listed pooper one the Luinesie lr tempo- 
rary and pro ations interp these record keeping requiremen 

Altho it is true that there have been income tax abuses in the form of person- 
al use business autemobiles, our organization believes that the recent law 
sarap a and regulations thereunder represent a severe overreaction to those abuses 

unnecessarily penalizes our members. In particular, eon membership believes 
that the cecaporary. a apres ane peepee Py by the Ts Treasury Department are overly 
burdensome when applied to 

The small businessman, unlike executives of large corporations, must perform 
many mundane tasks in operating a business. This often includes being heavily in- 
volved in the Se aes record keeping function of the business. Since their 
resources are generally ted, increases in administrative es adh impact small 
businesses directly and detract from their uctivity. In ay ey there are re- 
quirements in the proposed regulations which our membership find objectionable. 

One is the requirement that mileage records must be contemporaneous. The ma- 
jority of our members are presently so burdened with the management of business 
operations and time pressures involved in those operations that they do not have 
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time available to keep the detailed journal entries. By contrast the corporate execu- 

tive may simply assign clerical personnel to keep the required automobile logs. The 
result is that the small businessmen will lose their tax deductions while their large 
competitors will be able to absorb the additional administrative burden. To impose 
these requirements on our membership forces them to choose between foregoing 
their legitimate tax deductions or giving up valuable productive time which will 
result in reduced incomes for their businesses. 

The proposed regulations provide for special exceptions which eliminate or reduce 
the record keeping requirements. One exception is for taxpayers who use vehicles in 
their trade or business which are left at the business premises and receive only de 
minimis personal use. A second exception pertains to employees, who for valid busi- 
ness reasons are required to use their automobiles for cummuting, if the employer 
accounts for commuting use by including an amount in the employees W-2 form. 

Our membership’s objection to these exceptions as a satisfactory solution is two- 
fold. First, these provisions are inherently unfair in that they discriminate in favor 
of the wealthier taxpayers who are able to afford a second automobile for personal 
use and are allowed.a 100% deduction for their business automobile. Secondly, they 
again place a significant record keeping burden on the small businessman providing 
automobiles for employees. 

Under one exception it would be up to the employer to verify personal use of the 
automobiles, establish a value for that personal use, account for and accurately 
report these amounts both to the Federal government and to the employee. The al- 
ternative is to subject the employees to record keeping requirements which under- 
mine their productivity. Again such reporting requirements are more easily handled 
by large businesses because they have the resources available in the form of com- 
puterization and clerical personnel necessary to cope with such regulations. 

The proposed regulations also provide an exemption for sales and service taxpay- 
ers, who spend most of the normal business day using a vehicle. In a small business, 
the owner typically is involved in the sales and service of his product and seemingly 
should benefit from this exception. However, the proposed regulations state that 
this will not be available to taxpayers who normally spend most of their business 
day in an office or similar setting. Although this gives some relief to sales and serv- 
ice personnel, it does not help the business owner who must make frequent and 
often unexpected business calls. They would be forced into complying with the 
mgr keeping requirements during times when it would be most difficult for them 
to do so. 

Our membership would also point out that mileage alone is not a complete crite- 
ria from which to judge the business use of an automobile. By using that standard, 
the regulations gieve no weight whatsoever to the necessity for businesses to have 
an automobile or similar vehicle available for use on a daily basis despite the fact 
that its actual business use would be less frequent. Certainly the depreciation in 
value resulting from age and obsolescence of the vehicle continues even when no 
actual miles are being driven. 

Our membership appreciates the Treasury’s desire to have an objective standard, 
be it arbitrary or not, which can be easily applied to taxpayers on a consistent basis. 
However, it is our membership’s opinion that much of the perceived abuses 
stemmed from the lack of proper enforcement of the prior rules. Those rules, which 
allowed a deduction based in part on a subjective evaluation of the facts and circum- 
stances at hand, provided a more equitable and less burdensome criteria for estab- 
lishing the business use of automobiles and other vehicles. Furthermore, our mem- 
bership believes that the original problem has been substantially reduced by the en- 
actment of Code Section 280F regarding luxury automobiles. 

In addition to the numerous economic and equitable reasons why this is bad legis- 
lation and should be repealed, there is also a moral issue involved. The maintenance 
of a daily journal which lists every business call, the reason for that call, the indi- 
viduals involved, and by inference any other personal mileage driven, represents an 
unreasonable intrusion into the privacy of peoples lives. One of the alternatives pro- 
posed in keeping a record of all personal mileage driven is even more onerous. Cer- 
tainly the submission of a reasonable calculation of business usage should be 
deemed sufficient documentation to justify a deduction for business automobiles. 

In light of the above concerns about the legislation which has passed and the pro- 
posed regulations promulgated thereunder, we strongly urge that your Committee 
immediately initiate the retroactive repeal of section 274(d\4) of the internal Reve- 
nue Code. 

Very truly yours, 
VIcK SPEED, 
J. ROBERT WHEAT, Jr., 
Counsels, Small Business Council of America, Inc. 
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STATEMENT OF Hon. LARRY SMITH, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF FLORIDA 


Mr. Chairman, the Deficit Reduction Act of 1984 requires taxpayers to substanti- 
ate any deduction or credit claimed with respect to automobiles or certain other ve- 
hicles by “adequate contemporaneous records.” 

To say that the “contemporaneous records” provision caused outrage in Florida, is 
an understatement. I have received a great deal of mail from different businessmen 
in opposition to this requirement. Common to all their letters is their concern about 
the waste of time and loss of money that would result from their having to keep a 
log book of daily trips. 

An auto dealer, for example, says that the major difference between winners and 
losers is efficiency. These recordkeeping laws reduce the efficiency of every U.S. 
business and business person. One wonders who would win here. 

Another man wrote that “with so much on a business man’s mind, how can one 
concentrate on such a burdensome detail?’ In assessing his employees, another sa 
Hay his “employees are not good record keepers but excellent producers in the 

eld. 

Some businessmen complain that the law is unrealistic for their professions. A 
funeral director wonde why he would be required to take time to record time, 
date, mileage and purpose of trips for a hearse? 

Inequities in the law have also been pointed out to me. As you know, truck driv- 
ers are not required to keep a log. Commenting on this fact, one salesman says that 
he makes his entire living from an automobile. “If I used a truck I wouldn’t have to 
[keep a log] but can you imagine a professional sales person making successful calls 
in a truck?’ 

Finally, the Ft. Lauderdale Chamber of Commerce writes that “since businesses 
have never been able to take deductions for the personal use of their cars, we find it 
difficult to understand why the IRS neéds more paperwork to verify what we can’t 
do in the first place?” 

Putting these problems aside, it does not seem to make sense to hire personnel to 
review these contemporaneous records, when they could be better used to collect de- 
liquent taxes or to go after the billions lost each year through the underground 
gc ee 

The irman wonders what impact the January 25, 1985, modification by the 
IRS will have. As one businessman with four employees told me, “While I believe 
that a 75/25% ratio would be more suited to my particular situation, I will gladly 
accept the proposed 70/30% ratio in order to eliminate time-consuming recordkeep- 
ing. Now I can spend more time doing productive work, gross more income, net 
nore profit and pay more tax on increased income, which should make the IRS 

Phe businessman may be happy, but I still believe that the recordkeeping re- 
quirement is onerous. That is why I cosponsored H.R. 531, to repeal the contempora- 
neous records requirement. I still believe, however, that business cars should not be 
used for personal reasons. If we are to provide businessmen with a deduction for 
business expenses, then those expenses must be related to business. The 1984 law 
was, in my estimation, a case of overkill. 





STATEMENT OF ELAINE ACEVEDO, SOCIETY OF AMERICAN FLORISTS 


The Society of American Florists is a trade association which represents the 
entire floral industry. The society has 8,000 members including growers, wholesal- 
ers, retailers and 144 floral industry trade associations whose membership com- 
prises an additional 22,000 businesses. 

The floral industry revolves around the effective transportation of floral products. 
The contemporaneous Eeporang requirements of the IRS would cause extreme hard- 
ship for many small floral industry businesses and impose burdensome costs and 
loss of efficiency on larger operations. 

Growers of floral product use vehicles to deliver that product. Haas Aceon use farm 
owned vehicles to run necessary and frequent business errands. Floral industry 
wholesalers use fleets of vehicles to deliver product in bulk, and their salesmen use 
vehicles to make sales calls. The retailer’s business depends upon his ability to effi- 
ciently deliver the end product to the consumer. 
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Although the IRS recently revised its original requirements for universal contem- 
poraneous reporting, the revisions are arbitrary and unfair and give the floral in- 
dustry minimum relief. For example, the agricultural exemption would require 
growers to choose between oe contemporaneous records or losing 30% to 20% 
of valid deductions. Charging their employees with 30% to 20% personal use is not 
a valid alternative since many agricultural workers are already at the bottom of the 

scale and cannot absorb the additional withholding burden. Yet recordkeeping 
ar a for a grower with a short amount of time in which to harvest a perish- 
e crop. 

In addition, many floral industry growers own other related businesses and may 
not be able to elect not to keep records. It seems unfair to allow some growers to 
forgo the record keeping while requiring others to keep the records simply because 
they have other businesses. The nature of the farming operation is no different for 
either grower. 

Floral industry wholesalers are relieved not to have to report contemporaneously 
on use of their refrigerated trucks. It is also helpful for those who have fleets of 
delivery vans which they keep on site, not to have to report each use of those. But 
often, these businesses do not have enough land to keep the vehicles on the prem- 
ises when not in use and so the employees drive the vans home. These businesses 
would be stuck with the record keeping. 

Wholesalers are also heavily dependent on their cadre of sales personnel who 
work primarily out of their autos making sales calls. The time they would spend 
record keeping for the IRS represents a substantial lose of sales and driving time 
resulting in a reduced business volume. SAF’s wholesalers estimate that record 
keeping will cost about $100.00 per year in salary time alone for each automobile 
they own. An average wholesaler in the floral industry owns about 5 automobiles 
and 25 trucks. 

Retail florist shops are often small family businesses and can not use any of the 
alternative methods of record keeping in the latest IRS regulations. Any vehicles 
the shops own are usally used by the owner for personal as well as business reasons. 
Because retail businesse are small, ey must be run efficently to be profitable and 
anything that interferes with their efficiency could be a major threat. They don’t 
have time to be daily record keepers for the IRS. There is little evidence that they 
have misreported their business mileage in the past. There is no reason they should 
be penalized without any evidence of misreporting. 

ose tax payers who kept “adequate records” in the will continue to do so. 
Those businessmen who cheated before will contine to do so ‘“contemporaneously.”’ 
It is no more unlikely that someone will claim undeserved business deductions 
oy times a day than it is that he will do it once a week when he records his 
eage. 

In addition, any costs incurred because of the record keeping will be passed on to 
the customer. In the floral industry, growers will pass their costs on to wholesalers, 
who will pass their costs on to retailers, who will do the same to consumers. The 
émallest businesses in the floral industry, mostly retail businesses, will foot the bill 
for the costs of these requirements for the entire industry. 

Members of the floral industry are already hard pressed to keep up with the daily 
demands of their businesses. Yet now they must interrupt their work repeatedly 
each day to log all business use of vehicles. SAF urges Congress to repeal the con- 
temporaneous reporting requirements altogether and allow everyone to go back to 
keeping “adequate” records. 





STATEMENT OF THE SOUTHERN Co. 


The Southern Company is the parent firm of four electric utilities in the South- 
east: Alabama Power Comany, Georgia Power Company, Gulf Power Company, and 
Mississippi Power Company (herein collectively referred to as the Southern electric 
system). The Southern electric system provides electricty directly and indirectly to 
over ten million people in the Southeast. 

October 19, 1984, the Treasury Department released for publication its tempo- 
sid and proposed regulations relating to the recordkeeping requirements for auto- 
mobiles and certain other property. These revised Pe one would have required 
the Southern electric system to keep logs for about 6,800 vehicles. Entries into these 
logs would total approximately 68, per day. On February 15, 1985, the Treasury 
Department issued its revised temporary and proposed regulations relating to the 
recordkeeping requirements for automobiles and certain other property. These regu- 
lations reduce the number of vehicle logs for the Southern electric system from 
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6,800 to about 1,000. For the 1,000 vehicles for which logs are required, we estimate 
10,000 entries per day. While we applaud the changes to the initial temporary and 
proposed regulations, further changes are necessary in order to reduce the still bur- 
Sekai’ orrene requirements and the administrative cost of maintaining 
such reco 

Most of the 1,000 vehicles, for which daily logs are still required, are assigned to 
management personnel. These cars can be and are used for both personal and busi- 
ness purposes. Therefore, it is necessary to be able to identify personal and business 
use. However, this identification process can be accomplished without burdensome 
trip and daily log records. We suggest that an elective safe-harbour be provided 
whereby no trip and daily logs are required. The safe-harbour process could be pat- 
terned after the below example: 

Example.—Assumption: (1) Management employee is assigned an automobile 
which can be used for both personal and business use. 

(2) The employee spends most of the business day in his office. 

(3) Total mileage driven during the year—20,000. 

(4) aoe’ distance between home and office is 10 miles each way or 20 miles 
round trip. 


ELECTIVE SAFE-HARBOR CALCULATION 


PP sacra ops data), Step (1)—Total miles for year (read odometer at beginning and end 
year 

(Actual dee Step (2)—Calculate the total commuting miles (20 miles x 220 
workdays)—(4,400). 

Step (3)—Subtract Step (2) from Step (1)—15,600. 

(Assumed data), Step (4)—Business Portion—50%—7,800. 

(Assumed data), Step (5)—Personal Portion—50%—7,800. 

Step (6)—Total personal mileage; add Step (2) and Step (5)—12 
Pe (7)—Personal use percentage; Divide Step (6) by Step (Q) 1) (12,000/ 20,000)— 

The above elective safe-harbour procedure would facilitate the identification proc- 
ess and would be equitable for both the employee and the Treasury Department. 
The above procedure embraces two key concepts. First, the commuting mileage is 
based on actual data which can be readily calculated. The only assumption relates 
to the number of days in the year for which the car was for aia oa, cana 
assumed that the employee commuted each possible day; this would favor the 

ury Department. Second, mileage in excess of commuting mileage was assumed to 
be 50% for business and 50% for personal use. We feel that this is a reasonable 
split. Some taxpayers would benefit under this assumption whereas others would be 
adversely impacted. However, we feel that on average the 50-50 split would be ap- 
propriate and equitable for most taxpayers. An elective safe-harbour of this type 
would save taxpayers time and money while preserving the identification of deducti- 
ble and non-deductible business expenses. From a verification standpoint, we feel 
that this safe-harbour procedure would save the Internal Revenue Service substan- 
tial time and money. 

The revised ay, Pema present a significant problem for about 1,100 of our “on 
call” employees. peered the “on call” employees are technical personnel and drive 
specially designed vehicles with special tools and equipment. Others, however, are 
supervisory personnel and drive standard automobiles. The supervisory employees 
are required to respond to emergency situations along with the technical personnel 
in order is coordinate the activities of the technical employees. Vehicles used for 
— call” are restricted by company policy to only commuting and de mini- 

mae girs use. Because these employees are always on call and are, in fact, 
out frequent] , all uses of such vehicles, including commuting, should be con- 
sidered business use. In many instances, these employees could use alternatives 
means of transportation which would be less than $3 per day if they were not “on 
call”. To treat the commuting portion of the use of such vehicles as personal would 
not be appropriate or equitable. 

In view of the confusion concerning the implementation of the new automobile 
rules, the immediate solution would be to repeal the law, thereby allowing time for 
a thorough analysis by Congress with the result that a more equitable and more 
easily edministered:| oe could be enacted. 

We appreciate the opportunity to comment on the Treasury Department’s revised 
temporary and proposed regulations relating to recordkeeping for automobiles and 
certain other property. 
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STATEMENT OF Hon. ARLAN STANGELAND, A REPRESENTATIVE IN CONGRESS FROM THE 
SraTe oF MINNESOTA 


Mr. Chairman, I want to thank ergs Breet me to come before your Commit- 
tee and testify today i in support a bill which I co-sponsored and which 
will repeal the provision of the Tae Code which establishes contemporaneous 
records of the accounting standards for legitimate business deductions. 

First, Mr. Chairman let me review, as I see it, the brief history of this maa 
I, quite frankly, did not particularly like what I heard when we passed this measure 
during the last session. 

I understood and supported the attempts of this Committee to ferret out tax loop- 
holes and then eliminate these loopholes. 

I feel certain, Mr. Chairman, that there is much mischief being performed by cer- 
tain business organizations and individuals who are using auto expenses and busi- 
ness tax exemptions in such a way that is giving them an unfair windfall, and these 
practices should certainly be stopped. 

I also believe, Mr. Chairman, that a majority of the Members of Congress believed 
inet these were the kind of activities Congress was aiming at when it reir for this 

egislation. 

But Mr. Chairman, no one expected the first set of regulations put out by the In- 
ternal Revenue Service. It appears to me that a great majority of the Members of 
cer opposed these unfair regulations. 

These regulations, Mr. Speaker, punished the farmer and the small businessman. 
It forced farmers to log every mile on all their farm vehicles. 

Some of my constituents were logging trips from one barn to another. We all 
know what happened, then. Lapa of Congrees were swamped with mail from 
throughout the country a EAR Sera die ie regulations. 

The IRS then realized t some pies had to be made in order for them to 
save this section of the law. They recently, last February 20, issued new regulations. 
If we would have seen these regulations prior to examining the first, Members of 
Congress would have been up in arms. 

However, compared to the first set, these regs seemed fairly harmless, but they 
are not. 

Representing a large rural constituency, Mr. Chairman, I can truthfully say that 
these new regs will put an unfair burden on the farmer and the small businessman. 

Let’s first look at the farmer. These new regulations say that farmers who receive 
more than 70 percent of their income from farming ma ay either: 

1. Keep contemporaneous records of personal use of “road vehicles’ 

2. Keep no records and write off 80 percent of the use of a truck or "70 percent of 
the use of an automobile. 

The easy way out is to not keep records and receive the 70 or 80 percent deduc- 
tion. But this is not fair to the farmer. The farmer is revolting against efforts to 
turn him into a paper pusher. 

These regulations are a replusive intrusion into everyday life and a total mockery 
of the Paperwork Reduction Act. 

ngress has promised the American citizens that we would reduce the amount of 
Federal paperwork—not increase it. 

It is most difficult for farm families to keep accurate — Farming is not only 
their business, but their personal life and their personal trips normally are not per- 
sonal at all, as we know it, but these trips are practically all conn in some way 
or gneiss with apa life on the farm. 
ini a and pages in the tax code defining what is “personal” and what is 
not ee Farm life is not like any other occupation. ee you do goes 
to aap un up a farm. 

It appears as if the IRS is geared to use ‘ ‘contemporaneous records” as of our 
rarer ne meabulaty ‘arm Gabi Gra cons atteserto repeal a law a eliminate 

the words “contemporaneous records” from the farmer’s vocab 

There are a number of things that strike me wrong about this bill. First, the Ad- 
ministration is asking that we pass a Tax Simplification Law. A law which would 
make it much easier pa fae our yearly duty of filling out our taxes. While Con- 

gasp ning apc is asking us to make our tax code more complicated and 
pages of the code with more rules and regulations that will do nothing 
oat t tae up ua the code. 

Another that worries me is that this has all the earmarks of a foot-in-the- 
door approach. The IRS has already issued two different sets of regulations on this 
in a short period of time. Will we spend the next few months waiting for another set 
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of regulations? The safe way out for all of us is to repeal this section of the law. Let 
us operate as we have in the past. 

Quickly let us take a look at the new regs as they effect the business community. 

Sales and Service personnel who spend most of a normal business day using a ve- 
hicle to call on customers, make deliveries or visit job sites may either: 

1. Keep contemporaneous records of personal use of vehicles or: 

2. Keep no records and write off 70 percent of the use of a personal type vehicle, 
or 80 percent of the use of a commerical type vehicle. 

It’s certainly difficult for me to believe that many plumbers would use their 
truck, filled with plumbing equipment for personal use. It appears that not too 
many delivery trucks would be the type of vehicles one would use to take a vaca- 
tion. Mr. Chairman, let’s simplify our laws, not complicate them. Let us remove 
Federal paperwork from our citizens, not create more. Let’s pass H.R. 600 and get 
rid of a bad plan. 

Thank you once more for giving me this opportunity to testify before your Com- 
mittee. 





CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, DC, February 25, 1985. 
Hon. DAN ROSTENKOWSEI, 
Chairman, House Ways and Means Committee, Longworth House Office Building, 
Washington, DC. 

DEAR Mr. CHAIRMAN: Enclosed, please find a copy of a log provided to me by one 
of my constituents. This log was kept in order to comply with the contemporaneous 
record keeping provision of the Deficit Reduction Act of 1984. 

This log vividly demonstrates how cumbersome and time-consuming the log 
record keeping requirement is. I would appreciate your taking this information into 
accocunt during the Ways and Means Committee’s deliberations on revision of Sec- 
tion 179b of the Deficit Reduction Act. 

With best regards, I am 

Sincerely, 
RoBIN TALLON, 
Member of Congress. 


Enclosure. 
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TEACHING SysTeMs, INC., 
Dallas, TX, February 18, 1985. 
Congressman MARTIN F Rost, 
Lo rth Building, 
Washington, DC. 

DEAR Martin: The latest raid by the IRS on the business community is excessive, 
abusive and beyond all reason. The new record keeping rules for logging milage for 
outside salesmen and for company vehicles is ridiculous. 

For years the steadily increasing ugliness of the IRS attitude towards U'S. Citi- 
zens has been damaging the American tradition of voluntary compliance. 

The Congress should have a tough watchdog committee to keep this autocratic 
bureau within the bounds of fairness. 

Sincerely, 
James C. Crow. 


ViLLa Park, CA, February 19, 1985. 
Mr. JosePH K. DowLey, 
Chief Counsel, Committee on Way and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

Dear Mr. Dow ey: Besides having to work to May of each year for the benefit of 
the federal government, as a business and a C.P.A. for many other businesses, we 
still find ourselves burdened down with government regulations. 

The proposed regulations add (not reduce) a new level of unproductive paperwork 
for businessmen and their staffs. So it brings in a few extra dollars for the federal 
government to spend. Big deal! Americans are not nterested in giving the federal 
government more money. We are interested in the federal government taking less 
money from us and getting ‘off our backs.” How many times must President 
Reagan and the American people tell you to close shop and go fishing. We can get 
along as a nation without your running our lives! 

This letter will even be a waste of time. In Proverbs, King Solomon instructed us 
to be slow to give advice. He said, “The wise don’t need it and the fools won’t 
listen”. Oh well, another taxpayer again tried. 

Very truly yours, 
NICHOLAS TERPSTRA. 


STATEMENT OF THE TEXAS CATTLE FEEDERS ASSOCIATION 


The Texas Cattle Feeders Association appreciates the opportunity to present its 
views on the issue of “contemporaneous” record keepinig. We wish to address our 
concern to the regulations promulgated in Internal Revenue Code, Section 280F 
which attempt to implement Section 179(b) of the Deficit Reduction Act of 1984. 

The Texas Cattle Feeders Association represents most of the cattle feeders in 
Texas, Oklahoma and New Mexico, an area that in 1984 marketed over 5 million 
head-approximately 25 percent of all the fed cattle in the United States. 

We feel that the record keeping requirements for automobiles and trucks are bur- 
densome and in many situations will have the unfortunate result of denying legiti- 
mate business deductions. Cattle feeders and ranchers are concerned and conf 
about the IRS regulations that require ‘‘contemporaneous” records and daily logs of 
business/personal use of company-owned vehicles. We are concerned, because this 
would be a real burden—if not an impossibility—for employees who are not accus- 
tomed to keeping records, who don’t even carry a pencil and some of whom can 
hardly read or write. Many of the vehicles driven by our members and their em- 
ployees are used more than 80 percent of the time for work-related purposes. These 
vehicles often are used several times daily by different operators to conduct busi- 
ness. 

The interpretation of “contemporaneous” record keeping to mean the mainte- 
nance of a daily log or journal of all business uses goes beyond what is fair and 
reasonable to justify deductions. We feel that in view of the mandate specifically 
provided in the Paperwork Reduction Act, any regulatory effort in this area is in- 
consistent and onerous at best. These effort will fail to significantly reduce any 
abuses existing under present pepe and may well prove a further disincentive 
for compliance in a broad number of areas. We strongly believe that the paperwork 
burden created by this provision will be counterproductive. Failure of an individual 
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to record a business trip may also cause that taxpayer to forgo a legal deduction to 
which he would otherwise be entitled. 

Congressional hearings held earlier this year substantiate the belief that the IRS 
has clearly gone too far in their interpretation of congressional intent for these re- 
quirements. Although the IRS claims to have documented massive absue, it should 
be noted that they ignored repeated congressional requests during development of 
the legislation to reveal the evidence of “widesproad abuses.” Any evidence finally 
supplied at this late date would seem to us to be somewhat suspect. 

e are not satisfied, to any degree, that the modifications of the regulations re- 
cently published by the Treas Department will remedy our primary concerns of 
excessive paperwork. The modified regulations fail to resolve the difficulties gener- 
ated by these provisions. They simply carve out narrow exceptions to the require- 
ments and in some cases further confuse the issue. 

‘ We feel that nothing short of repeal of the “contemporaneous” record keeping re- 
quirements will be sufficient to resolve the practical problems created by Section 
17Xb). We urge a return to the pre-1985 language requiring “adequate” records. 





Texas Motor TRANSPORTATION ASSOCIATION, 
Austin, TX, March 1, 1985. 
Hon. MARTIN F Rost, 
Lo h House Office Building, 
Washington, DC. 

Dear Martin: I appreciate ever s0 much your responding to my earlier letter re- 

paring the IRS regulations governing record keeping for business use of automo- 

iles. I am pleased to know that there will be hearings on March 5 before the Ways 
and Means Committee and would like you to have some additional information that 
has occurred since I have been by your office earlier this month. 

The American Trucking Associations and the Texas Motor Transportation Asso- 
ciation, at my urging, through their respective governing bodies have beth gone 
unanimously on record asking for a total re of all of the new language placed in 
the code last year on the use of business vehicles. The record keeping is an arduous 
burden and must be eliminated. Additionally, IRS should not be abo to dictate what 
the value of the use of a personal car is to a business. Our association requires its 
si hires to reimburse us for any personal use which includes the commuting back 
and forth from home. The new proposed IRS modifications only deal with recording 
business miles and do not go to the other changes made. Even so, their modifica- 
tions on recording mileage are far inadequate to solve the problem. In the mean- 
time, business people everywhere are either keeping some sort of records or trusting 
that Congress will somehow save us from over zealous IRS agents. I am doing both! 

Thank you very much for your assistance and please continue the fight. Other- 
wise, we are going to end up with something that neither your constituency, the 
truck and bus industry, the business community nor the Congress can live with. To 

phrase a quote from the movie a hill dey ago, “Your constituents are mad as 
ell over this and they are not going to take it any more!” : 

Thank you very much and kindest personal regards. 

Sincerely yours, 
TERRY TOWNSEND, CAE. 





TowiInG & RECOVERY ASSOCIATION OF AMERICA, INC., 
Winter Park, FL, March 5, 1985. 
Hon. DAN RosTENKOWSEI, 
Chairman, Committee on Ways and Means, House of Representatives, Washington, 


Dear Mr. RosTtenkowski: Towing and Recovery Association of America, Inc., on 
behalf of the nation’s tow truck operators, is opposed to any and all ge ieee 
gus recordkeeping requirements ehacted es part of the Tax Reforni Act of 19 : 

The tow truck industry is predominantly comprised of small, family-owned and 
operated businesses. Engaged in the business of towing and/or recovering wrecked 
and disabled vehicles, the principal business equipment is the tow truck or wrecker. 
Tow trucks generally range in size from an unloaded weight of 7,000 pounds up to 
35,000 pounds, with ava d Gross Vehicles Weights (GVW) of 10, GVW up to 
approximately 50,000 GVW, the larger units utilized exclusively for towing tractor- 
trailer trucks and clearly not susceptible to personal use. 
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With regard to the contemporaneous recordkeeping requirements, the 
concern of the towing industry is in the treatment Of the smaller tow trucks whi 
are used in the transportation of disabled passenger automobiles. Under the current 
tax code and regulations, these vehicles may be construed as being “susceptible to 
personal use” 

In the normal course of business, the vast majority of small tow trucks are driven 
by employees during the employee’s regular working hours, responding to various 
towing service calls during the day. Tow trucks are normally radio dispatched so 
that, upon the completion of one nel call, another call may immediately follow. At 
the end of the rae s work shift, the tow truck is generally returned to the em- 
ployee’s principal place of business and either parked until the next working day or 
operated by another employee during the following work shift. 

Personal use of a tow truck is, or course, possible. While a light-duty tow truck is 
a specialized piece of equipment, it is still mobile enough to transport the driver to 
personal destinations, such as lunch or personal errands. Also, due to the emergen- 
cy nature of the tow truck industry and the usually small number of employees at 
towing companies, it is not uncommon for either employers or employees to drive 
tow trucks home at night. The owner or driver remains ‘on call’ all night should a 
tow truck be needed. Clearly such a practice should not be deemed “personal use”. 

Prior to enactment of the recordkeeping requirements, Towing and Recovery As- 
sociation of America has never had any purpose in surveying the amount of person- 
al tow truck use relative to business use, however practical observation leads to the 
conclusion that personal use is comparatively minute. 

Although the temporary income tax regulations relating to the requirements of 
§ 27 4(aX 450 F.R. 7058] alleviated some of the uncertainty of the recordkeeping re- 
quirements as it relates to tow trucks, the rule is still inherently onerous and am- 


biguous. 

In light of the minimal personal use of tow trucks and the uniqueness of their use 
due to the emergency nature of the towing industry, it is the position of Towing and 
Recovery Association of America that any additional tax revenues which might be 
generated as a result of the recordkeeping requirement are far outweighted by the 
extreme clerical hardship placed upon tow operators throughout the United States. 

We respectively submit that the recordkeeping requirements of IRC § 274(d\4) 
should be repealed. 

Very truly yours, 


MICHAEL P. McGovERrNn, 
Executive Director, on behalf of the T.R.A.A. Board of Directors. 





‘UNTTED ASSOCIATION OF JOURNEYMEN & APPRENTICES 
OF THE PLUMBING & Pires Firrinc INpustry, 
Washington, DC, March 7, 1985. 


Hon. DAN ROSTENKOWSEI 
a House Ways and Means Committee, House of Representatives, Washing- 
ton, 

DEAR Mr. CHAIRMAN: As general president of the 350,000 member United Associa- 
tion of Plumbers and Pipefitters (AFL-CIO), I want to submit this letter to your 
committee and request that it be made part of the printed record in connection with 
your March 5, 1985 hearing. 

Many thousands of our members, in communities across the nation are facing 
sharp increases in their income taxes if the proposed Internal Revenue Service 
lations regarding section 17%b) of the Tax Reform Act of 1984 are implemented. 

I am referring to those members who, as a part of doing business, are required to 
drive service vehicles home at the close of work and back the next day to a jobsite, 
to a customer, to the shop or wherever they are required to go. 

Let me assure you that our members do not ‘cannider thie long-established busi- 
ness practice to be a “fringe benefit’. On the contrary, it is an integral part of their 
work responsibilities. The company-owned vehicles must be in the service mechan- 
ic’s possession if the firm is to be able to respond to emergency calls in off-hours and 
to arrive in a timely fashion at the next day's assignment. 

Many of our 448 local unions in the United States have reported to us that their 
members are outraged by this impending tax increase and will insist on the option 
to refuse to take their company-owned vehicles home in the evening. 

Clearly, this situation is threatening to raise havoc in the mechanical service in- 
dustries. And the ultimate losers will be the consuming public. 
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For these reasons, the United Association commends your committee for 
the initiative and holding hearings on this matter. We want to go on record in 
support of legislation to repeal section 17%b) of the Tax Reform Act of 1984. 

e believe that even under the 1984 bill IRS has the power to exclude these serv- 
ice vehicles from the regulations on the grounds that such use by our members is 
clearly not personal in nature. While we acknowledge that the modifications recent- 
ly announcod by IRS would ease the impact of the regulations on service vehicles, 
we will continue our efforts to persuade IRS to specifically exclude service vehicles 
in its final regulations. 

If, however, IRS insists that Congress intended to tax such use of service vehicles 
along with ay automobiles, we can only turn to your committee and to Congress 
for relief fro e imposition of this onerous and transparently unfair burden on 

our members and their families. 

We know that the 1984 law was an honest effort to ensure that truly personal use 
of company owned-vehicles—especially luxury automobiles—was properly reported 
for income tax purposes. We have no quarrel with that objective. 

But, we agree with many of your co es who are suPpochg repeal legislation 
because the 1984 law, as interpreted by , is im n businesses, working 
people and the public in ways never contemplated or inten ed by Congress. 

Whatever action your committee takes, now or in the future, we earnestly request 
that the special circumstances of the service and construction repair industries be 
fully recognized and that adequate provision be made to protect our members from 
any unintended consequences of such legislation. 


Sincerely yours, 
MARVIN J. BOEDE, 
General President. 
VF Corp., 
Wyomissing, PA, March 25, 1985. 
Cnr ¢ Che ual ue Committee on Ways and Means, House of Representatives, Longworth 
louse Office Building, Washington, DC. 


Dear Mr. Dow .ey: The provisions of the 1984 Tax Reform Act, imposing onerous, 
mandatory record-keeping and withholding requirements on the personal use of 
company furnished automobiles, have evoked considerable controversy and discus- 
sion. 

The regulations promulgated to date have not reflected all possible methods of ac- 
counting for this personal use. They have focused only on withholding for personal 
use eae daily or annual rental values as the basis for withholding. 

tions, including ours, have been trea rege. as cost of the personal use 
as aa an owable deduction on the corporate return. The cost of the personal use is 
computed by the personal miles times $.205/mile. 

The return to is approximately the same, under this method, as it is 
under the withholding method, since- most of the affected employees have ‘effective 
tax rates in the 25 to 30% range. 

We believe that use of the corpo -pocherscagnsperel pit ped uta ay lr abet eam (bet 
ministered and should be a permissable method of accounting for the personal use 


of a company car. 
We ee Ou include this method in your consideration of this issue. 


oey si tat J.M. WiGGINs 
Vice President, Finance. 





STATEMENT OF Hon. HAROLD VOLKMER, A REPRESENTATIVE IN CONGRESS FROM THE 
STaTE OF MISSOURI 


Mr. Chairman and members of the Committee, I appreciate the opportunity to 
offer my views to the Committee one the recent controversy surrounding the 
tions for “contemporaneous” recordkeeping promulgated by the Internal Revenue 
Service last October, and recently modified. 
Like many others in the House, I am now ar flooded by letters from angry 
reamed demanding repeal. Farmers ask me if ey actually have to write down 
time they drive their pickup truck to the barn. Businessmen complain that it 
ra ous for their people to record every move they make and costs more in lost 
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time than will ever be gained in additional revenue. I must question what possible 
use the IRS will ever be able to make of all of the paper that will be generated by 
this requirement. Either every businessman wil] be required to submit his records 
with his tax return, overwhelming the Service, or we will make the majority of the 
American people even more cynical about the tax system, because they must fill out 
a long record that no one will ever see unless they happen to be among the random 
few selected for audit. 

In response, I have joined Congressman Anthony and Congressman Roemer on 
their bills to repeal these onerous requirements. I am glad to see that the IRS has 
now realized the folly it produced in the first draft of these regulations and has 
issued a modified version. If nothing else, the change in the form of record required 
is welcome and should be preserved in the final rule. Still, I believe that it is not 
the place of the IRS to demand that a businessman account for every minute of his 
time while engaged in his work. This is far beyond the latitude we should permit 
any government agency. 

As I understand the situation, the Committee was attempting with this portion of 
the Deficit Reduction Act to end the practice whereby luxury automobiles were pur- 
chased and then depreciated as business vehicles using the Accelerated Cost Recov- 
ery Schedule (ACRS) and Investment Tax Credit (ITC) provided by the Economic Re- 
covery Tax Act of 1981. The recordkeeping requirement was added as a means of 
assuring that such cars were indeed being used for business purposes. I fully sup- 
port the Committee in this attempt. I am displeased with the various frivolous uses 
to which these credits may be put, thereby depriving the Treasury of much-needed 
revenue and contributing to the perception that certain people can avoid their fair 
contribution to our society. 

Therefore, I would like to propose an alternate means for substantiating business 
use. I recommend that the law be amended to restore the original requirements, as 
described by 26 USC Section 274(d) prior to the enactment of the Deficit Reduction 
Act, except in the case where a taxpayer files forms 3468 (for the ITC credit) and 
4562 (for ACRS deductions) on the purchase of a passenger automobile whose price 
exceeds some threshold marking it a luxury automobile, and at the same time files 
form 2106 (business expense deductions) to claim deductions for business expenses in 
connection with the operation of that vehicle. Form 2106 should then be modified to 
require that the taxpayer sign a statement attesting to the fact that he had kept a 
detailed statement of business use. The IRS could then program its computer sys- 
tems to flag returns submitting all three forms simultaneously for further attention. 
When audited, the taxpayer would be required to produce the record. 

This seems to fit the Committee’s expressed purpose while at the same time lift- 
ing the burden of recordkeeping from most taxpayers. Those contemplating contin- 
ued abuse of this provision in the law would find that the time spent in keeping the 
detailed record required would more than offset the benefit gained. I hope that this 
will prove useful to you in your efforts to better target the time of the IRS on those 

people now carrying on this practice, without tarring all taxpayers guilty by associa- 
tion. 


MARVIN WALDRIP REALTY Co., 
Marietta, GA, March 1, 1985. 
JosePH K. DowLey 
Chief Counsel, Committee on Ways and Means, House of Representatives, Longworth 
Office Building, Washington, DC. 

Dear Mr. Dow ey: I am writing this letter to you in regards to the new IRS tax 
law concerning auto recordkeeping rules. 

American businesses need relief from these unprecedented burdens and we cannot 
bear this additional burden of doing business. This papergenerating provision is 
presently interfering with normal business operations. 

I do not object to fair taxation, but I do object strongly to excessive and unneces- 
sary recordkeeping requirements. 

Sincerely, 
M.C. Wa.prIP, President. 
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CONGRESS OF THE UNITED STaTEs, 
House oF REPRESENTATIVES, 
Washington, DG, February 18, 1 18, 1985. 
Hon. Dan RosTENnKOWSKI 
Chairman, Committee on on Ways and Means, House of Representatives, Washington, 


Mr. CHAIRMAN: I received your letter and am glad to know that hearings on 
aot contemporaneous records” requirement have been scheduled. 
ee ee the original burdensome rule has caused a great deal of diffi- 
for our small businesses as well as —_* individuals. 

Bar Aaa our Appropriations schedule will rhea me from testifying, it is my 
view that we do not need to increase red tape. ybe we should think about a proo- 
ess of establishing proper ee pernere ps based on size, volume, etc.—then 
records if a bikie or individ ceeds that. Such a course has worked w 


areas. 
Thank you for your kind consideration. 
Sincerely, 
JAMIE L. WHITTEN, 
Member of Congress. 


HunrtTsvILLe, AL, February 5, 1985. 
Mr. J 


OsEPH DoWLEY, 
Chief Counsel, House of Representatives, Ways and Means Committee. 

Dear Sm: I strongly the elimination of the law ae time logs for use of 
business autos. If we could return to the old system of business auto deductions I 
will have more time to see the older patients in my practice that need my time in- 
stead of a Ea books. 

Since 
Jack Wiison, M.D. 

P.S.—I do sup the fee freeze on M.D.’s for Medicare. I think this is needed to 

help control the budget deficit. 


U.S. SENATE, 
Washington, DC, March 5, 1985. 
Hon. Dan RosTENKOWSKI 
ar a Committee on Ways and Means, House of Representatives, Washington, 


Dear Mr. CHAIRMAN: I brie like to submit the following written statement into 
sae ce s hearing on the regulations pertaining to recordkeeping for business 
vehicles: 

First, I want to thank the Committee for extending to me, a member of the “other 

Lae ais the opportunity to relate to beh aar how fo bed mceaie from all over my state have 
affected b by these new recordk i aed rules from the Internal Revenue Service. 

rts all of you, I have heard from hundreds of constituents. Their message is as 
clear as it is consistent. The demand that these new rules be rescinded. They protest 
the time-consuming burden that has been imposed. And, they blame Congress as the 
nom ed of their problem and look to Congress to act and to act quickly to provide 

e solution. 

I do not think that their blame is misplaced. 

Quick action is something that Congress is not well known for. But in a oo we 
can act quickly, as we have done so band times in the past. Last week, both Houses 
of Congress acted bs pear oped: to pass a farm credit relief bill to aid our 
ee who face financial nate, I was pleased to see my amendment 

rted by so many of my ; coll es pei both sides of the aisle. You members of 
ouse of ray spor ph even faster to pass a relief bill of your own. 

Othe IRS’ recordkeeping rules constitute another kind of crisis that is no less 

nt than the need for farm credit relief. Businesses, large and small, cannot 
ord these unnecessary and burdensome regulations which the IRS has ‘imposed 
through its interpretation of the Deficit Reduction Act of 1984. 

I can tell you that support for repeal in the Senate is widespread and bipartisan. 
Nearly half the senate, or 49 members, have cosponsored S. 260, a bill intreduced by 
Senator Heinz. S. 260 repeals these regulations and returns the situation to the way 
it was before Congress passed the Deficit Reduction Act last fall. 


376 


Mr. Chairman, I think that a sampling of some of the letters I have received from 
all over Nebraska will point out clearly how important it is for all of us in Congress 
to act promptly: 

From Hastings, NE.: “My wife and I are very much opposed to the so-called mile- 
age log that somehow was put into law. It is ridiculous and absurd. If a farmer goes 
according to the law, at the end of a year, he’ll have a book a foot thick.” 

From Beatrice, NE.: “All of us certainly do not object to fair taxation, but we all 
do object strongly to excessive and unnecessary recordkeeping requirements.” 

From Broken Bow, NE.: “It is the greatest waste of productive time that has ever 
been put upon us... The competitive world does not leave time for such trivia.” 

From Omaha, NE: “I thought that the trend was toward less government inter- 
vention in people’s lives, and now this! .. . Why doesn’t the government come up 
with ways to save money and reduce the deficit, instead of constantly wasting our 
money and now, our time, too?!’’ 

Ran , | could quote from many, many more, but I think the point is 
clear. 

Thank you for allowing me the chance to offer my views. I encourage all of you to 
act promptly to bring this issue to a satisfactory resolution, and you have my pledge 
that I will work toward the same end in the Senate. 

EDWARD ZORINSEY, 
U.S. Senator. 
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